


THE 
JOURNAL OF BUSINESS 


of the University of Chicago 





Votume IV OCTOBER 1931 NuMBER 4 





UNEMPLOYMENT AND ECONOMIC CHANGES 
IN THE UNITED STATES 

ODERN capitalism is now out of its babyhood; it has 
reached the adolescent stage of growth. It was born 
less than two hundred years ago with the factory sys- 
tem when goods began to be produced for the market on a large 
scale. Modern capitalism was, of course, built upon the older 
institutions of private ownership of property and freedom of con- 
tract; it grew out of the domestic system of production where a 
price system was already in use. With the coming of automatic 
machinery industrial society turned toward mass production and 
the seeking of larger profits. Under this system we have learned 
to master the forces of nature sufficiently to increase man’s pro- 
ductive power many times over his power under the old domestic 
economic system. The pursuit of profits was the underlying incen- 
tive which brought into action the forces which increased our 
power of production. From the standpoint of production of 
economic goods and services, today, we have the most effective 

industrial system the world has ever seen. 

But in this system one outstanding weakness is now apparent. 
We failed to develop effective methods of distribution of money 
income to the mass of consumers. The money income received by 
consumers is not sufficiently large to enable them to purchase at 
prevailing prices the consumer’s goods and services which our 
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economic system produces. This outstanding weakness is a result 
largely of the desire for high profits on the part of managers. 

The money proceeds from the net production of industrial 
society (the national money income) is distributed in two streams: 
the first stream is the income going to property-owners in the form 
of royalties, bonuses, interest, rents, and profits which are paid 
for the use of property and for managerial ability; the second is 
the stream of income which is paid to workers in the form of 
salaries or wages for personal effort in production. The larger part 
of the money income paid to property-owners is spent for reinvest- 
ment in new capital. Practically all of the money income paid to 
workers is spent for consumption goods and services. The part of 
the national money income going to workers is not large enough 
to enable them to buy at prevailing prices the consumer’s goods 
which are placed on the market; so unsold goods tend to pile up. 
The part of the national money income going to the property- 
owners is so large that these owners have overexpanded many 
industries and overcapitalized practically all of them. 

Largely as a result of this fundamental weakness in the opera- 
tion of our plan for the distribution of the national money income, 
we are today experiencing this long business depression which has 
resulted in the precipitant falling of prices, the closing-down of 
many industries, and the greatest amount of unemployment ever 
known in this country. What we need is purchasers for the goods 
we produce; but the purchasers have not sufficient money income 
to buy the goods. 

In the development of our great industrial system, through the 
substitution of automatic machinery for hand labor and through 
better methods of business administration, we have been able to 
increase the production of goods with a decreased number of 
laborers. Even before the beginning of the present business de- 
pression this great technological progress in industry brought 
about what has come to be known as “technological unemploy- 
ment.” We have not been able to develop new industries or 
expand old ones rapidly enough to absorb the laborers who were 
released as a result of the technological changes. Partly as a re- 
sult of the ineffectiveness of our plan for the distribution of money 
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income, a sufficient number of new industries could not be de- 
veloped, and old ones could not be expanded fast enough to give 
employment to the surplus laborers. As a matter of fact, we did 
expand certain industries to where our productive capacity in 
those industries is now greatly in excess of the actual physical 
needs of the public for the goods produced by them. But this 
overdevelopment of certain industries has become an acute na- 
tional problem with which we must reckon in making the neces- 
sary readjustments in our economic system. 

In short, our outstanding economic problems today are: first, 
the increase in the purchasing-power (or income) of consumers; 
second, the increase of jobs for laborers; and third, the direction 
or control of industrial development in such a manner that certain 
industries will not be overdeveloped. 

The only way to increase substantially consumers’ purchasing- 
power is to increase the percentage of the national money income 
which goes to laborers as salaries and wages, and to decrease the 
percentage of it which goes to property-owners as profits, inter- 
est, rentals, etc. In order to bring about this result, it will be 
necessary to increase the relative purchasing-power of wage- 
earners and to decrease the relative purchasing-power of receivers 
of profits, interest, royalties, etc. This result may be brought 
about in part by decreasing the prices of commodities without at 
the same time decreasing the wage-scale. To the extent to which 
prices at present are falling faster than wages, this result is now 
being accomplished. Again, the increase in the purchasing-power 
of consumers may be brought about by an increase in the daily 
wage-scale, provided prices are not allowed to increase at the 
same time. Such a change in our national wage-scale will neces- 
sarily reduce the rate of profits. 

It is evident that putting into effect such a change in the 
distribution of the national money income would result in an im- 
mediate decrease in the capital values which have been built up, 
and would slow down the future accumulation of money savings 
and of new physical capital. According to our traditional way of 
thinking, such a result would prove injurious to our future eco- 
nomic progress, because capital would be discouraged and future 
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savings would be inadequate to supply the necessary new capital. 
This traditional point of view is based on the theory that society 
must do everything it can to protect and promote the interest of 
capital in order that society may secure enough new capital to 
develop the necessary new industries and to expand the old ones. 
Whatever merit this theory may have had in the past, certainly it 
has little or no merit today in the face of the present situation in 
reference to the surplus supply of physical capital. 

It is a well-known fact that since the beginning of the World 
War the United States has loaned to foreign nations something like 
thirty billions of dollars of surplus capital through our excess of 
exports over imports, and at the same time we have had sufficient 
new capital left to overdevelop and overexpand the productive 
capacity of many of our industries. Before the present depression 
the burning question was what to do with our surplus capital. In 
spite of the rapid accumulation of new physical capital the rate 
of return on capital (profits) increased at such a pace that the 
prices of the securities of practically all corporations rose con- 
siderably. This was the basis for the stock market inflation. The 
nation was overcapitalized from both the physical and the value 
point of view. We had too much physical capital for our in- 
efficient system of distribution of money income so that industries 
now stand idle. We had too high a rate of return on the capital 
also so that its value was inflated. 

The present long and severe business depression has demon- 
strated that it is not possible to continue to earn high profits on 
the overexpanded and highly inflated capital values of our large 
industrial corporations. We find that consumers’ money income 
is not large enough to enable them to purchase at prevailing 
prices the goods turned out by these industries. As a result of the 
reduction in profits aid the recurrence of losses in many cases, the 
capital values of all corporations are being deflated. These capital 
values cannot rise permanently again. The consumers’ money in- 
come under the present plan of the distribution of the national 
money income is too small to support the market for such high 
profits. Prices must go down still more, or wages must be in- 
creased, if a sufficient demand for goods is created to cause indus- 
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tries to resume full operation again. Either the decrease of prices 
or the increase of wages will result necessarily in lower profits to 
capital. It would avail capital nothing to continue to hold out for 
high profits by holding prices up or wages down. Such a policy 
would result only in a continuation of unemployment and business 
depression, and might prove dangerous to our future industrial 
stability. 

The most effective way to increase materially the number of 
jobs for laborers is to decrease the number of hours of labor per 
day for each laborer. I believe we have reached a stage of eco- 
nomic development where it is going to be necessary to decrease 
the number of hours of labor of our wage-earners in order to solve 
the technological unemployment problem. The hours should be 
reduced without correspondingly decreasing the wage-rate per 
day. When the number of hours of labor per day is reduced, it will 
be possible for many factories and other business enterprises to 
operate with two sets of laborers, each working six hours per day. 
By the adoption of the two-labor-shift policy the increased effec- 
tiveness of the operating capital will offset to some extent the 
increased pay to the laborers per hour. This policy will result 
in the double purpose of increasing the pay of labor and at 
the same time increasing the number of jobs or decreasing unem- 
ployment. It will increase consumers’ money income and thereby 
increase the demand for goods. Business enterprises are waiting 
for the demand for goods to increase before starting up operations; 
they must create the effective demand by paying out the income 
to consumers in order to secure the demand for their goods. 

The questions may be asked: Why adopt a two-labor-shift 
policy when it is frankly admitted that we already have an excess 
of capital equipment in many industries? Would not such a policy 
further increase this surplus and necessitate the closing down of 
certain factories and shops permanently? Such a policy certainly 
would result in the permanent abandonment of most of the anti- 
quated and inefficient factories and shops. Under this plan only 
the efficient industrial equipment would be needed to supply 
economic goods and services to society; and the antiquated equip- 
ment wou!d be “junked” and its value written off the books of 
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industrial society. But the cost of production under the two- 
labor-shift policy in the efficient enterprises would be reduced 
greatly and the percentage of the proceeds of industry which goes 
to labor would be increased. The payment of returns on anti- 
quated capital equipment is an unnecessary charge upon indus- 
trial society—if it is not needed it has served its day. 

One may ask: Why reduce the number of hours of labor per 
day to increase the number of jobs? Why not use the surplus of 
laborers to develop new industries to satisfy new wants, or 
expand old industries to satisfy old wants more completely? The 
answer is that with the rapid technological progress we have been 
making in industry we shall be able both to decrease the hours of 
labor and to increase production, provided we increase consumers’ 
purchasing-power sufficiently to permit them to purchase the 
goods produced. Many industries could be expanded to the bene- 
fit of the public, provided the public has the money income to 
purchase the goods produced by the industries. By no means have 
we reached the point of satiability of all human wants. But, from 
the national standpoint, some of our industries have been ex- 
panded beyond the point of satiability of the public. We could 
not use all the wheat we produce. Our capacity to produce shoes 
is more than twice our ability to wear out shoes. We have an 
excess capacity of production in the petroleum industry, and also 
the cotton textile industry. 

We now come to this question: Is it possible to control indus- 
trial development so that we shall not have the overexpansion of 
some industries? In a dynamic, competitive industrial society 
such as ours, I believe that overexpansion of certain industries 
from time to time is inevitable. Certainly technological changes 
make obsolete some of our old capital investments. Wide intro- 
duction of technological improvements will cause an overexpan- 
sion of certain industries and a surplus of capital equipment will 
result. We must realize that it is necessary to take capital losses 
on old equipment and write its value off. 

The reduction of income from capital resulting from an increase 
in consumers’ money income will tend to reduce the useless over- 
development of certain industries. Capital will then not be so 
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plentiful as to be wasted in such a manner. I do not believe that a 
national, industrial planning-committee of business men and 
government officials could be very effective or beneficial in regu- 
lating the industrial development of the country. Under our sys- 
tem we must continue to depend on private interest and competi- 
tion under law and government supervision to give direction to 
our national industrial development. We have no place for a 
super-national, industrial planning-commission if we are to retain 
capitalism. Such a commission is doubtless necessary under the 
Soviet system. 

Neither do we need a national committee of business men to put 
into effect relatively lower profits and higher consumers’ money 
income. Economic necessity and national legislation will eventu- 
ally bring this about. It is true, however, that the desirable 
change would be brought about much more quickly if the business 
leaders of the country were to realize that it is not only desirable 
but inevitable that profits must be decreased and consumers pur- 
chasing-power increased. But I fear that a national committee of 
business men, in attempting to handle our present problem of 
overproduction or underconsumption, would strive to put into 
effect the traditional business policy of trying to hold profits up 
by limiting output and agreeing on prices. We have passed the 
stage of industrial development where such a national policy could 
be effective. We must have relatively larger consumers’ money 
income if the goods which can be turned out by mass production 
are to be purchased as they are placed on the market. This can 
be accomplished only by having lower-profit rates on capital—but 
capital will then have more assurance of stability. 

What can or should the federal government do by legislation 
and by administrative policy to remedy the conditions of business 
depression and unemployment? The answer is that the federal 
government can do very little to stop the present business depres- 
sion or to relieve unemployment other than to furnish jobs to a 
small percentage of the unemployed by pushing government con- 
struction. Other than the credit inflation in the stock market, the 
cause of this depression was excess profits and inadequacy of 
consumers’ money income. This situation can be remedied only 
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by deflation of credit and decline in prices to a point where con- 
sumers can buy goods. But the federal government, through legis- 
lation and administration, can do much to help remedy the funda- 
mental problem in our industrial system and thus prevent the 
occurrence of another severe business depression and consequent 
widespread unemployment. 

Some of the remedial federal legislative acts needed at the 
present time, in my opinion, are as follows: 

1. Revision of federal anti-trust acts: The anti-trust acts 
should be strengthened rather than abolished. We are now per- 
mitting too many trade associations to hold up prices by regulat- 
ing output—these activities should be curbed by more stringent 
federal regulation. Technological progress has not been held back 
by federal anti-trust laws, neither has mass production been re- 
tarded by them. These laws have prevented the formation of 
some industrial combinations which would have resulted in 
higher prices, higher profits, and greater inflation of the securities 
of the companies. We must continue to depend on competition as 
a regulating force in industry unless we are ready to accept strict 
government control of business. We now have too much private- 
combination control of the markets for goods. 

2. Revision of the Banking Act: Commercial banks of the 
Federal Reserve System should have their activities confined 
largely to commercial banking, the field which they were organ- 
ized to serve. Their collateral loans should be limited to a very 
small percentage of their total loans, and they should not be 
permitted to make call loans either directly or indirectly on the 
securities exchanges. Bank credit was used in 1926 to 1929 to 
inflate the stock market; this should not be permitted to occur 
again. Such bank-credit inflation created an artificial purchasing- 
power which held prices up unduly, and when exhausted caused 
the business depression to be more severe. 

3. Revision of federal revenue laws: The Federal Income Tax 
Law should be revised so as to raise a larger percentage of the 
federal revenue from the very large incomes and a smaller per- 
centage from the smaller incomes. We should revive the excess- 
profits-tax principle and tax away excess profits of corporations 
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and individuals. In this manner the government can definitely 
reduce the income which goes to the large profit-takers. 

4. Federal incorporation of business enterprises: Every busi- 
ness enterprise doing an interstate business should receive its 
charter from the federal government. The Federal Incorporation 
Act should have provisions prohibiting the issuance of watered 
stock, stock dividends, and stock bonuses. It should prohibit cor- 
porations from giving cash or stock bonuses to directors and 
officials as extra compensation in addition to the salaries they 
receive. Under this law each corporation should be under the 
continuous supervision of a federal corporation board which 
should have control over all securities issued by each corporation 
just as the Interstate Commerce Commission has control over the 
issuance of securities by the railroads. Such a federal act would 
stop many of the mergers which have in the past been brought 
about as high-finance schemes. It would be a great protection to 
the public against ‘watered stock. 

5. Tariff rates which create domestic monopolies or which 
result in excessive prices and profits for the protected enterprises 
should be lowered to a really competitive basis. Tariff revision 
should be by piecemeal, by schedule, rather than by a general re- 
vision in one bill. Revision should be upon the study of each 
schedule by a non-political scientific tariff board. 

Will modern capitalism pass safely through its adolescent stage 
of growth and reach a period of adult maturity where it will 
have stability and for a long period of time render the maximum 
service to society? The answer to this question will depend on 
whether we are willing to face with determination and courage 
the question of solving this problem of the distribution of the 
national money income in such a manner that consumers are 
able continuously to buy the goods which are produced. A post- 
ponement of the solution of this problem may prove to be danger- 
ous, if not fatal, to capitalism. Under capitalism we have solved 
the problem of production satisfactorily; why doubt our ability 
to solve the problem of distribution!—Only extreme individual- 
ism and selfishness stand in the path of solution. 

ARTHUR B. ADAMS 














CREDIT UNIONS IN THE UNITED STATES 


UBLIC attention has recently been sharply directed to the 

American family as a user of enormous credit on a personal 

basis. Agencies have developed to furnish credit on its an- 
ticipated earning income or its going-concern value. This exten- 
sion of credit on character rather than on collateral has become 
one of the major financial activities of the country. It has been 
estimated that 3.7 billions of dollars are advanced in cash loans 
annually. The reasons for the tremendous development under 
legislative sanction of agencies for supplying so-called consumer 
credit can be found elsewhere.’ Of the dozen types that have de- 
veloped in the field, one of minor importance is the credit union. 
The growth of credit unions up to 1930 has been very gratifying 
for a co-operative movement. Nevertheless, since this institu- 
tion supplies but 1.6 per cent of the total volume of consumer 
credit, it could be passed over as fairly insignificant. However, 
there have recently been made some rather sweeping claims for it ;? 
and because there is little authoritative literature extant on the 
subject, it becomes worth while to survey the field comprehensive- 
ly. Careful analysis will indicate the field in which the credit 
union can find its natural habitat, and will reveal the limitations 
which curb growth outside that field. As a background for the 
discussion, a brief résumé of credit union statistics will first be 
given. Where necessary, excursion will be made into the field of 
the other lending agencies. 


HISTORY OF THE CREDIT UNION MOVEMENT 


The credit union movement is a young one. The first state to 
pass a credit union law was Massachusetts in 1909, followed in 

*Evans Clark, Financing the Consumer (Harper, 1930); Franklin W. Ryan, 
“Family Finance in the United States,” Journal of Business of the University of 
Chicago, October, 1930; Louis N. Robinson, 10,000 Small Loans (Russell Sage 
Foundation); Wilford I. King, Small Loan Situation in New Jersey in 1929 (New 
Jersey Industrial Lenders Association). 

2 E. Clark, op. cit.; Survey Graphic, November, 1930; Monthly Labor Review, 
November, 1930; The Credit Union, a pamphlet issued by Credit Union National 
Extension Bureau, January 1, 1931. 
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1913 by New York and Texas, in 1914 by Rhode Isiand, and by 
North Carolina, Oregon, and South Carolina in 1915. Since then, 
twenty-five other states have passed enabling legislation, and 
credit unions have also been established in the District of Colum- 
bia and eight’ other states. Six per cent of the present credit 
unions were formed prior to 1916, 25 per cent between 1916 and 
1924, and 69 per cent between 1925 and 1929. Of the latter group, 
more than half were accounted for by states in which co-operative 


TABLE I 


DEVELOPMENT OF CREDIT UNIONS IN 1925 AND 1929* 














YEAR 
ITEM ; 
1925 1929 

Total number of credit unions. . . 284 | 074 

Number furnishing reports... .. . 176 838 

Total membership 107,779 264,908 
Resources: 

Paid-in share capital. ........ $10, 706,099 $24,065,407 

I acc an bag aed “ $973,878 $2,079,450 

er eee $4,700, 768 $9,017, 786 





Total resources.......... 
Loans: 


$16, 380,740 


$35,162,643 








Number of loans during year 52,836 153,934 
Amount of loans............. $20, 100, 356 $54,048,353 
PS Con dvveciciicnsns $381 $350 











* Adapted from Monthly Labor Review, November, 1930, and March, 1931. 


credit was a new thing. At the end of 1929 the following states 
had no credit union laws: Delaware, Idaho, Nevada, New Mexi- 
co, North Dakota, South Dakota, Vermont, and Wyoming. 

The more recent development of these credit societies can be 
most clearly seen by comparing the figures for the end of 1929 
with the corresponding figures for 1925 (see Table I). 

The eligibility for membership in a credit union is generally 
based on some common bond of employment, industry, race, 
community, organization, and so on (see Table II). 

3 Arkansas, Colorado, Connecticut, Maine, Ohio, Oklahoma, Pennsylvania, and 


Washington. Credit union laws have since been passed in Arkansas (March 5, 1931), 
Colorado (April 6, 1931), and Ohio (April 29, 1931). 
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The activity of credit unions is preponderantly concentrated 
in three states: Massachusetts, New York, and Rhode Island. 
This agrees with the historical passage of the law. Elsewhere the 
movement has not taken hold vigorously. Possibly it may not 
yet have had time to take root and spread, but there are twenty- 
three other states in which time, at least, has not been lacking. 
In these states the law has been in existence from three to twelve 
years. In the same states, during these years, other credit agen- 
cies have flowered much more extensively. As will be pointed out 


TABLE II 


MEMBERSHIP RESTRICTIONS OF CREDIT UN1oNs* 


























Numer PERCENTAGE OF TOTAL 
MEMBERSHIP RESTRICTED TO— _ OF ne aes a 
SOCIETIES By Number | By Assetst | By Asset§ 
1. Employees of specified company... 103 36.8 | 40.7 | 40 
2. Federal employees................ 108 38.6 46.6 | 31 
3. Municipal employees........ II 3.9 0.7 | 
4. Labor organizations.............. 26 9.3 | 1.2 5 
5. Specified occupations He Se 8 2.8 | “= ere 
6. Specified locality. sae 6 Ss a ae Tt 20 
7. Miscellaneous restrictions . boas 9 a oe 4 
8. No restriction.......... <aceae 9 3.2 a 
Total of societies reporting restric- 
Pesce sp ae sth pool Peek 280 100.0 | 100.0 | 100 
| 
* Adapted from Monthly Labor Review. t No data. 
t Societies, 252. § Adapted from E. Clark, op. cit. 


later, one important reason for the marked development of credit 
unions in the three states was the existence of interested philan- 
thropic agencies and individuals who contributed time, money, 
and services to the movement. Aside from the three states men- 
tioned, no other state shows as much as one-half million of dollars 
invested in share capital of credit unions. The proportion of the 
total contributed by the three states appears in Table III. 

4 There may be some significance in the observation that in the 1930 census these 
three states contained the greatest percentage of foreign-born population. Per- 
haps stress should not be laid on the relationship between the spread of credit 
unions and the amount of foreign born in the population. The foreign born tend to 
cluster in industrial areas, and the credit unions have developed best in such 
regions. The foreign born do have greater experience with co-operative movements 


in their native lands. 
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THE TYPICAL CREDIT UNION 


The typical credit union can perhaps best be described in the 
language used in the Uniform Credit Union Law. 

A credit union is a cooperative society incorporated for the two-fold 
purpose of promoting thrift among its members and creating a source of 
credit for them at legitimate rates of interest for provident purposes. 

. . . .Credit union membership shall consist of the incorporators and such 
other persons as may be elected to membership and subscribe to at least one 
share, pay the initial instalment thereon and the entrance fee. Organiza- 
tions (incorporated or otherwise) composed for the most part of the same 


TABLE III 


FINANCIAL STATISTICS OF CREDIT UNIONS 











STATES | | PERCENTAGE 
ce or ToTAL 
| | . CONTRIB- 
| | | Turrty- amp an 
| | SEVEN | Massa 
Orner | 
Massa- r , Rhode | -,. mon CHUSETTS, 
Pe ere vl New York iad Totals STATES | New Yorn, 
| | AND RHODE 
| IsLAND 
Number of societies} | | | 
reporting 299 125 9 | 433] 357 55 
Amount of share cap-| } 
ital $10, 261 ,960/ $10,091,638) $567,319 |$20,920,917| $3,144,490 82 
Amount of guaranty | | 
func ...+| . $741,772) $1,004,031 $80,134 | $1,916,837) $2,079,450] 92 
Amount of deposits... | $4,296,253 $686,138 $1 ,443,138*| $6,425,520) $9,017,786) 71 
Number of borrowers. | 52,853 41,792 2,918 | 97,563) 153,934 63 
Amount loaned |$29 , 500,000/ $18,365,000) $679,036 |$48,544,936/$54,048,353 go 
Average loan. . $558 $4390 233 $497| $350 . 





* Seven societies. 


general group as the credit union membership may be members. Credit 
union organization shall be limited to groups (of both large and small mem- 
bership) having a common bond of occupation, or association or to groups 
within a well-defined neighborhood, community or rural district. 

. .. . Acredit union shall have the following powers: 

a) To receive the savings of its members either as payment on shares or 
as deposits (including the right to conduct Christmas Clubs, Vacation Clubs 
and other such thrift organizations within its membership). 

b) To make loans to members for provident or productive purposes. 

c) To make loans to a cooperative society or other organization having 
membership in the credit union. 

d) To deposit in state and national banks, and to an extent which shall 
not exceed twenty five percent of its capital, invest in the paid-up shares of 
building and loan associations and of other credit unions. 
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e) To invest in any investment legal for savings banks or for trust funds 
in the state. 

f) To borrow money as hereinafter indicated. 

In addition to directors and officers there is provided a credit 
committee which has general supervision of all loans to members 
and a supervisory committee for making examinations and audits. 
Voting is by individual membership rather than by size of finan- 
cial stake in the organization. The capital of the credit union 
consists of the payments that have been made to it on its shares 
by its members and of members’ savings deposits. The credit 
union has a lien on the shares of a member on deposit for any sums 
due to the credit union from the member or from the loans in- 
dorsed by the member. Loans made to members must be “for 
provident or productive purpose.” 

As often happens in the history of human progress, when a 
need is recognized, several institutions for serving that need spring 
simultaneously and independently into existence. The recogni- 
tion of the need for and the right of the average individual to 
small loan service led to the immediate development of a number 
of radically different means of supplying that need. Three of the 
agencies now supplying cash loans to consumers originated about 
the same time—industrial banks and credit unions in 1910, and 
personal finance companies three or four years later. All three 
institutions have required the enactment of enabling legislation 
carrying rates of interest in excess of that permitted by state 
usury laws. Mode! uniform laws have been developed for all 
three. 

Last year the credit unions supplied $60,000,000 of small loan 
credit. This large growth has elated the friends of the movement, 
and the statement has been made: 

The resistance of American individualism and self-sufficiency to the co- 
operative movement has become proverbial. But the growth of credit unions 
is a striking exception to the rule. For some reason the American people 
seem to take to cooperative banking more readily than to cooperative selling, 
buying or manufacturing.s 
On the face of it, this statement is true. The capital and reserves 
of all types® of consumers’ co-operative societies amount to $12,- 


5 Clark, op. cit., p. 82. 6 Monthly Labor Review, October, 1930. 
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300,000. The corresponding figure for credit unions is close to 
$40,000,000. 

Whatever claims may be mace for it, an institution must be 
judged by how vigorously it acts to occupy the field in which it 
serves. While the credit unions were advancing $60,000,000 in 
consumer loans, the industrial banks and the personal finance 
companies—despite the handicap of a greater charge—were ad- 
vancing many times that amount. During the same year, the 
industrial banks supplied $420,000,000 and the personal finance 
companies $500,000,000 in loans. Two personal finance com- 
panies each made more loans in number and in amount than all 
the credit unions put together.’ The Morris Plan Company of 
New York provided $37,000,000 in loans in 1929. 

Measured by the growth in private companies, co-operative 
credit has not been outstandingly successful. It has not attained 
to a tithe of the volume of the companies motivated by private 
gain. Nor has it covered the ground as extensively. It was indi- 
cated earlier that growth has been confined mainly to three states 
in the east. The difference in growth between the several types of 
agency must be looked for in fundamental differences of structural 
and functional possibilities. These differences and their implica- 
tions will now be developed in a discussion of the advantages gen- 
erally advanced for the credit union movement by its supporters. 
Arguments in favor of credit unions can be grouped under four 
heads: (1) economy of operations, (2) common bond, (3) de- 
velopment of thrift, (4) development of administrative ability. 





ECONOMY OF OPERATIONS 


The economy of operations is stressed because it allows the 
credit unions to charge a low rate on loans. The following is a 
recapitulation of the range of small loans charges expressed in 


terms of annual “‘interest”’ rates. 
Percentage 


CN io spss csc route <knemeuw nner 6- 18 
Personal loan departments..............  Q>- 23 
PII ccc cn chan ce anuk aun 17- 35 


7 During 1930 the Beneficial Industrial Loan Corporation and the Household 
Finance Corporation each made over $66,000,000 in loans in amounts of $300 and 
less. 
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Percentage 
Remedial loan societies.................. 12- 36 
EE a re 
Licensed personal finance companies...... 36- 42 
Commercial pawnshops.................. 12-120 
a ee 240-480 


The usual rate as expressed in the model credit union law is a 
maximum of 1 per cent per month on unpaid balances. Of 277 
societies reporting on the rate charged, 139 received 12 per cent 
per annum, and 47 more received the equivalent or more by dis- 
counting. The nominal rate is sometimes increased by a device 
similar to the “compensating balance” requirement of commercial 
banks. Speaking of the manner in which loans are made, The 
Credit Union, a publication issued in January, 1931, by the Credit 
Union Extension Bureau, says of the applicant for a loan: 

If he has no holdings in the credit union and the credit committee is other- 
wise satisfied with him as a prospective borrower the committee will doubt- 
less require that he subscribe to a certain proportional part of his loan in 
shares so that, as he pays up his loan, he pays into the credit union in addi- 
tion each week something on the shares to which he subscribed. The result 
is that, when the loan is paid up, he also has a substantial number of paid 
up shares in the credit union. 

It is not altogether true to say, as is sometimes claimed, that 
of all the agencies of mass finance, the credit unions supply credit 
most cheaply. The lowest rates are charged by savings banks on 
the savings of the individual and by life insurance companies on 
policy loans. Of course, these loans are more than fully secured 
by the excess cash on deposit to the credit of the borrower over 
the face amount of the loan or accumulated in the cash surrender 
value reserve of the policy. But while credit union rates are not 
the lowest, generally speaking, they are low in comparison with 
other credit agencies. Many of the loans made by credit unions 
are similar in nature to those made on the security of savings de- 
posits or of insurance policies. The small ones are often quite 
fully covered by the paid-up share and/or deposit holdings of 
the borrower. In any event, it is a common provision in the law 
to limit so-called unsecured loans to a maximum of $50. The larg- 
er ones are always fully covered by the indorsement of other mem- 
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bers whose investments in the union, combined with that of the 
borrower, give a complete protection to the society. Neverthe- 
less, the apparently complete absence of risk is not the real reason 
for the low rates charged by the credit unions; nor are the low 
rates due to any real economy of operation. It is possible to 
keep expenses at a minimum, only because the credit union is a 
hothouse product that is the recipient of an extensive series of 
subsidies covering services and rights for which self-supporting 
lending organizations must pay the usual market price. These 
subsidies may be classified as follows. Subsidies permitting credit 
unions to operate economically: (a@) personal services, (b) corpo- 
rate, (c) governmental, (d) philanthropic. 

Personal service subsidies.—All operating, supervisory, account- 
ing, and other services are donated by members of the group. 
Usually this means that a few moving spirits assume the respon- 
sibility for carrying on. The result is that one of the greatest ele- 
ments of expense in commercial enterprises—the salary item—is 
completely eliminated.* Where capable individuals do not ap- 
pear, or cannot be developed within a group to contribute their 
service gratis, progress is not made, and the credit union must 
liquidate. Sometimes this is done without any loss to investors; 
sometimes ignorance, inexperience, or dishonesty result in loss. 
In addition to the personal contributions of the active workers, 
to the extent that individual members of a new credit union sacri- 
fice the income they might receive from a savings institution on 
their share investments, they are also subsidizing the society 
with the free use of their funds during the building period. (Less 
than half of the societies paid dividends on the 1929 business. 
The dividends paid were equivalent to 1.5 per cent of the capital 
of societies reporting.) 

Cor porate subsidies.—Where credit unions are formed from the 
workers within a plant, the corporation, besides contributing com- 
pany time, free space, light, and heat for the meetings, generally 
is ready and willing to act in an advisory capacity on the problems 

8 In the larger or better-established societies there may be nominal amounts paid 
in salaries to secretary and treasurer. The very large societies with thousands of 
members must, of course, maintain some permanent clerical help. 
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involved in organization and management. Sometimes the pay- 
roll department will arrange without charge to collect the periodic 
payments on shares by withholding the amounts from the em- 
ployee’s pay envelope. Whether or not deliberately used, the 
possibility of employer pressure is a powerful, ever present, and 
inexpensive collection tool.? Co-operation along this line has gone 
so far in some cases of credit unions among municipal employees 
that violation of contract or defaults in payment are followed 
by departmental charges against the delinquent. Often the per- 
sonnel manager or the welfare worker devotes some of his time to 
its affairs. A paid employee of the department of service relations 
of the Post Office department devotes a large share of his time 
to postal credit unions. In seven years time there have been or- 
ganized by this service-relations department 208 societies with 
34,000 members and $2,500,000 of assets that have made $10,- 
400,000 in loans to 87,700 borrowers. No part of the salary, 
travel, or office expense of the service-relations department is 
levied against the credit unions. 

Governmental subsidies.—Governmental or state subsidies take 
various forms, going to the extreme case of Alabama where 
credit union practice may be taught in the schools. The simplest 
form of contribution—which usually exists in conjunction with 
others—is an offer by the state to furnish, without charge, forms 
of incorporation agreement and by-laws, and sometimes the per- 
sonal assistance of members of the banking department in the 
organization work. 

Many states go further in subsidizing by exempting the credit 
union from taxation except on real estate.’? The credit union law 
of New York, which is typical, has a section reading as follows: 

Credit union not liable for taxation.—Any credit union subject to the provi- 


sions of this article shall be deemed an institution for savings within the 
meaning of the law which exempts such institutions from taxation. No 


9 Employers have been known to abuse it in the past. It was this kind of em- 
ployer coercion which caused enactment of federal legislation in 1926 which guaran- 
teed to railroad workers the right to choose their own representatives for purposes 
of wage negotiation ‘‘without interference or coercion” on the part of the manage- 
ment. 


© Harvard Law Review, May, 1931, p. 1133- 
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law which taxes corporations in any form, or the shares thereof or the ac- 
cumulations therein, shall apply to corporations doing business in accordance 
with the provisions of this article, unless such corporations are specifically 
named in said law. 

This provision is patterned after a similar section inserted 
in the Uniform Credit Union Law except in those states in which 
exemptions would be unconstitutional. Nine states make no men- 
tion of fees for the annual examination by the banking depart- 
ment, and in 7 states reduced rates are charged." In addition, the 
following provision favors the credit union further along these 
lines: 

Exemptions and individual liability of shareholders —The shares of mem- 
bers of any credit union and all the accumulations on such shares shall be 
exempt from sale on execution and proceedings supplementary thereto to 
the amount of six hundred dollars. The transfer of such shares shall not be 
taxable under the provisions of article twelve of the tax law. Unless the by- 
laws so provide the shareholders of such a credit union shall not be individ- 
ually liable for the payment of its debts. 

The federal government exempts co-operative banks from cor- 
porate income taxes, and exempts up to $300 of individual income 
received as dividends or interest from such associations. 

This paternalistic attitude by government raises a grave ques- 
tion. Subsidies indicate a weakness or inability to cope unaided 
with commercial organizations. It is inconsistent, therefore, to 
advocate these agencies as the most economical to use, when the 
low rates they charge are dependent in part on exemptions from 
obligations that the state imposes on the others. It would be just 
as reasonable to argue that exempting banks from taxation would 
decrease money rates to the business man, and that, therefore, 
indirectly the cost of manufactured products would decrease or 
the purchasing power of the dollar would increase. Consequently, 
the working man would not only be able to buy more for his 
money, but there would be more continuous employment and, 
hence, fewer emergencies compelling the average man to borrow. 
A similar thought has been raised about the exemption from 
taxation of certain banks designed to help the farmer. 

The exempting of Federal Land Bank Bonds, and Joint Stock Land Bank 
Bonds from income taxes is an additional effective method by which interest 


10a Ibid. 
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rates are being cut down for the farmer. This, in reality, is subsidizing the 
farmer."* By this system, he is enabled to borrow at lower rates because of 
the low rates at which the bonds sell. But the taxes which the bondholders 
escape paying by this method must be paid by other taxpayers, mostly in 
the industrial sections of the county, who thus pay extra taxes in order that 
the farmer may borrow at lower rates. 

I do not think that this method of getting lower rates of interest for farm- 
ers is socially justifiable, but it is certainly more effective in cutting interest 
rates than any usury laws could ever be.” 

This same thing is true of the credit unions. The tax subsidy, 
or rather exemption, is a burden on all the population. The non- 
members of the credit union are penalized in order that the very 
small group of members may have reduced rates. Mr. Hardy is 
impatient with most of the arguments invoked for or against tax 
exemptions." He does give qualified approval where the subsidy 
is for “enterprises which are of direct utility to the entire popula- 
tion and cannot be furnished adequately by private initiative.”’ 
Whether credit unions meet the requirement of universal utility 
will be developed in the course of this paper. The burden imposed 
by the tax exemption in their case is not large; but whatever its 
size, the principle remains true. The whole community must bear 
the cost of a specialized service restricted to a limited group. 

Philanthropic subsidy.—Aside from the other forms of subsidy, 
the greatest factor in the growth of credit unions has been the 
free aid furnished by philanthropists and by social institutions. 
In this country the names of Desjardins, Pierre Jay, and Filene 
are intimately associated with the extension of the movement. 
The latter has incorporated and endowed the Twentieth Century 
Fund which, through the Credit Union National Extension Bu- 
reau, finances promotional activities for credit unions. For New 
York City and State the Russell Sage Foundation maintains a 
department of remedial loans which, among other things, is in- 
terested in advancing credit unions. Rolf Nugent, of this depart- 
ment, is secretary of the New York State Credit Union League. 

™In Tax-Exempt Securities and the Surtax, C. O. Hardy estimates this subsidy 
to farmers as $10,000,000 for 1923. He refers to the exemption of these bonds as 
marking “the adoption of a new policy” by the nation and constituting ‘“‘a direct 
and undisguised subsidy to agriculture.” 

Franklin W. Ryan, Usury and Usury Laws, p. 107. 
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Both Mr. Nugent and Arthur Ham, formerly of the Foundation, 
agree that the credit union movement has proceeded under high 
pressure only because it has had philanthropic aid. Speaking of 
the increase in the number of credit unions, Mr. Nugent says: 

This growth is the result of hot-house culture of the movement by the 
Credit Union National Extension Bureau. Without the enthusiastic and 
confident work of this agency, the development would have been tediously 
slow. Even now, I doubt if the development could continue with any rapid- 
ity if these efforts should be discontinued. 


“ce 


Mr. Ham agrees in these words: “‘. . . . because credit unions in 
the United States are almost entirely the result of promotional 
work done philanthropically.’’ 

The work of Desjardins in New England, of Filene in Massa- 
chusetts, and of the Sage Foundation in New York accounts for the 
facts of Table III, which shows that, of the credit unions in the 
country, those in Massachusetts, New York, and Rhode Island, 
though only 55 per cent of the total in number, have 82 per cent 
of the share capital, 92 per cent of the guaranty fund, 71 per cent 
of the deposits, 63 per cent of the borrowers, and go per cent of 
the amount loaned. 

Arguments in favor of credit unions, because of economy of 
operations, cannot lead to the conclusion that rates are low due 
to economy that is the result of good management. Economy is 
possible only because costs that are otherwise present in credit 
granting institutions are absorbed by tangible or intangible con- 
tributions on the part of members, employers, whether private or 
governmental, and by philanthropy. If the actual cost of these 
contributions were charged against the activity of the credit 
unions, the operating expense would be more in line with that of 
commercial organizations operated for profit. Good accounting 
practice recognizes the existence of these costs regardless of 
whether they are paid for in cash or contributed. 

A still further subsidy is present in favor of the credit union 
laws at the expense of the regular banking laws. Credit unions are 
allowed to charge from 1 to 13 per cent per month on loans in 
amounts up to $1,000 and $2,000, including many based on such 


13 Personal Finance Year Book, 1930, p. 105. 4 Ibid., p. 110. 
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fundamental security as real estate; while banks are limited to the 
legal rate of 6 to 8 per cent, even though their cost of doing busi- 
ness is higher than that of the credit unions, because they have 
to pay for all their services and they are not exempt from taxa- 
tion. Labor is worthy of its hire. It is uneconomic to have a 
purported business enterprise supported by subsidies. Contribu- 
tion of services that eliminate clerical and officers’ salaries, direct 
and indirect subsidies from corporations, from state and from 
philanthropic institutions, give an advantage to the credit unions 
without which the limited service now rendered would be difficult. 
No misunderstanding is created if the argument is frankly made 
that the credit union as a non-commercial, co-operative institu- 
tion requires the several subsidies mentioned—both the obvious 
and the nonapparent—for its very existence. Unfortunate confu- 
sion occurs when the impression is conveyed that credit unions 
are more economical on a purely competitive, commercial basis. 


THE COMMON BOND 


The second of the major arguments advanced in favor of the 
credit union is the common bond that unites the members. The 
group relationship may be one of common employer, common oc- 
cupational, social, communal, racial, or religious membership. 
The common interest is a necessary prerequisite to the co-opera- 
tive idea at the base of the credit union. Restricting membership 
to logical members of the group is intended to bring together 
those of like interests and those whose intimate knowledge of 
each other makes possible the supplying of credit with the 
minimum investigation and collection expense. There are situa- 
tions in which such membership restrictions furnish an ideal basis 
for co-operative credit enterprises. Postal employees are an es- 
pecially fortunate class in this respect. They are a carefully se- 
lected lot with a highly developed esprit de corps, the closest possi- 
ble community of interest, stability of employment to the point 
of life tenure, definitely fixed salaries, old-age pensions, supervised 
welfare activities, and an impersonal employer. Labor turnover 
is very low, depressions do not cut into earnings, and the possi- 
bility of strikes is negligible. Wherever these elements are pres- 
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ent, and the membership can be restrained within operating possi- 
bilities, there exists the natural basis for a credit union. However, 
when the ideal condition exemplified by postal employment is 
absent, what is considered a fundamental element of strength 
may just as fundamentally become an element of weakness. 

The common bond that appears most frequently is that of em- 
ployment within a company. Forty to 50 per cent of all the assets 
of 280 reporting credit unions was concentrated among those in 
which membership was restricted to employees of specified com- 
panies. Where labor turnover in a plant is very high, it is, of 
course, difficult to organize and maintain a credit union. The suc- 
cessful existence of a credit union within a company depends on 
the stability of membership which rests on the permanence of em- 
ployment. On the other hand, the actual existence of the credit 
union may somewhat retard labor turnover. This may be con- 
sidered a by-product in the interest of the employer. But if 
such retardation does exist, it is doubtful whether it is altogether 
an unmixed benefit from the social point of view. The argument 
has been advanced in other quarters that a minimum amount of 
moving from job to job is a necessary part of the industrial edu- 
cation, at least of younger men. In addition, any tendency, no 
matter how slight, that limits the workman in his effort freely to 
find for himself the atmosphere and the conditions under which 
he can be happiest is against his general social well-being. Cer- 
tainly at times when he is ready to change his location, there 
should be no obstacle to ready access to his savings. In practice, 
delays are more likely to be encountered in withdrawals from cred- 
it unions than from other savings institutions. The credit union 
law does not require the maintenance of a cash reserve based on 
a percentage of the shares and/or deposits. 

The tendency to cement the existing employment relationship 
by virtue of which he is eligible to membership in the credit 
union may not be so apparent in isolated cases. The individual 
employee who moves to a job elsewhere will get his money back 
in the course of time. When it comes to group action, the situa- 
tion becomes more serious. When the membership of a credit un- 
ion is practically coextensive with an employee group, there may 
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occur interference with the free exercise of the right to strike. 
A strike often hampers, disrupts, and entirely disorganizes a cred- 
it union. The workers’ reserve funds are automatically tied up. 
A strike of duration involving a large portion of the members will 
throw a credit union into insolvency through the stoppage of pay- 
ments and the draining of reserves. The desire to protect their 
investment in the credit union must act as a restraining influence 
on the decision to strike. For the same reason, when the credit 
union members form only a minority group within the employee 
group, they might hamper the voicing of collective bargaining 
by the larger group. They will be anxious to protect the funds 
they have deposited in the credit union. The Boston police strike 
of 1919 inflicted a loss on the City Employees’ Credit Union in 
which some police were members. 

However slightly membership in a credit union may restrict 
the freedom of movement of the individual, there can be no ques- 
tion that in a period of depression, unemployment, or shut-down 
of the plant in which he works, such membership does operate as 
a hindrance rather than a help. All members of the credit union 
are affected by the same unemployment or shut-down. The de- 
mand for help from the union exceeds its possibilities. Further- 
more, with continued unemployment the credit union finds itself 
in collection difficulties. AlJl of its borrowers are without income. 
No separation of members into those whose entire income was de- 
pendent on the company from those who have other sources of 
revenue is possible. Even though other members of the credit 
union might be in greater need of help, it becomes almost impos- 
sible to collect from delinquent members. 

The necessitous member is faced with a twofold tragedy, for 
not only is he unable to borrow where he confidently expected to 
borrow in times of emergency, but in addition the individual re- 
serve that he had been building up for emergencies is frozen in 
loans to fellow-members. He would have been much better off 
if he had deposited in a savings bank the money which he invested 
in shares or put on deposit with the credit union. In the savings 
bank it would have been available for his individual needs in 
emergency. The loss of his job dried up his source of credit and 
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at the same time tied up his reserves. This weakness in credit 
unions has not been sufficiently emphasized in the past. There are 
signs that the present depression is showing the proof of this anal- 
ysis. Twelve credit unions in 1930 were taken over at the same 
time by the Superintendent of Banking in New York State, and 
there were rumors that other credit unions have been sustained 
by private contributions of money to their treasuries. The only 
recorded attempt to show that the depression of 1930 has had no 
unfavorable effect on credit unions is a survey of the year-end 
status of credit unions, the members of which are employees of a 
midwestern railroad. The management has been outstandingly 
sympathetic to the movement and active in promoting it. The 
published survey is too superficial to justify the sanguine conclu- 
sions. 

The same may be said to almost the same extent of credit un- 
ions formed among labor organizations in specified occupations. 
Intelligent management nowadays keeps abreast of competition 
and obtains its fair share of possible business. But all companies 
within a given industry, efficient or inefficient, are alike subject 
to the wide sweep of the business cycle. When the cycle of the 
particular industry is swinging to its nadir, membership in a cred- 
it union of a labor organization affected, or, in a credit union of 
an affected occupation, is just as unsatisfactory as that in a credit 
union of an individual company which has run into hard times. 

The spirit of America has always been individualistic. The 
struggle to open up a vast continent and the battle against one 
frontier after another has bred in Americans self-reliance and in- 
itiative. Co-operative movements, especially among consumer 
groups, have not prospered. The practically negligible activity 
of consumers co-operative societies has already been indicated. 
The forced stimulation of the credit union itself has been referred 
to. In addition to running counter to the general principle of 
self-reliance and initiative, the credit union is specifically unat- 
tractive in tendency whenever it inclines to perpetuate the foreign 
language or race as a common bond, or in other ways slows up the 
complete identification of the alien with his new environment. 
Of course, with restrictive immigration laws in effect this anti- 
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social tendency becomes of diminishing importance. Aside from 
that, it is of minor importance compared to the influence of other, 
more vigorous social institutions that tend to maintain alien ties. 

Reliance on the common bond as a factor for reducing operat- 
ing expenses necessarily limits the possible size of the credit union 
and the scope of its activity. Where credit is extended on a per- 
sonal basis, because of the intimate knowledge by the credit com- 
mittee of the membership, it becomes unsound to push for size. 
It is, therefore, anomalous for credit unions to have thousands of 
members and hundreds of thousands of assets. There may be 
some justification for size where the credit union is composed of 
members who are federal or municipal employees. The eligibility 
for membership is easily verified, and the stability of employ- 
ment is permanent, but even here the possibility of making loans 
on the personal, intimate acquaintance that the committee has 
with the applicant becomes remote when membership totals 
12,648, as it does for the Municipal Credit Union of New York 
City, or over 7,000 in the Telephone Workers Credit Union of 
Boston, or even when it is as low as 1,100 for the Holyoke Credit 
Union. When the size becomes such that the borrower and the 
co-makers are not personally known to the loan committee, then 
the institution is no longer typical of the credit union movement. 
Lack of intimate personal knowledge of each borrower may not 
impair the workings of the credit union. The hybrid character 
of the larger credit unions becomes more evident when their loans 
are scanned. Then some appear to be more nearly of the nature 
of building-loan associations or second-mortgage companies rath- 
er than credit unions. Short of a pestilence or some other cataclys- 
mic interruption of stable business conditions, large credit unions 
may continue to be fairly safe, but it is a question whether the 
investor in such a credit union would not be more efficiently 
served by putting his funds in many of the other agencies devoted 
to receiving funds in small amounts. The effect of the common 
bond in limiting the area in which the credit union movement can 
develop appears clearly when isolated trades are considered. 
There are great numbers of workers engaged in groups too small 
to form a credit union. They are ineligible for membership in 
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other groups. For the credit needs of the multitude of such un- 
attached or unorganized workers, the credit union movement fails 
to make provision. It also is unable to take care of the member 
who moves to a new job in a company where there exists no credit 
union. 

Occasionally there are found credit unions in which the only 
bond uniting the group is merely the membership in the credit 
union itself. They are attempts to widen the scope of what by its 
very nature must be an activity conducted within a circumscribed 
field. They are departures from a purely co-operative to a pseudo- 
commercial type without the safeguards of a regular business 
conducted for profit. The operating economies in a group, where 
each is personally known to all, tend to disappear when the gen- 
eral public is admitted to membership. Experience has generally 
shown that such attempts are not successful. The Traders Credit 
Union in Boston and the Liberal Credit Union and the Stuyves- 
ant Credit Union of New York" are examples of this type of cred- 
it union that have had to liquidate at a loss. The Russell Sage 
Foundation has long pointed out the danger of this type of “open 
membership” credit unions.” 

To a more limited degree, the possibility of personal loss is 
present in both the closed and the open type of credit union every 
time one member acts as an indorser for another. As in less inti- 
mate indorser-maker relationships, the indorser gambles on the 
willingness, the ability, and the life-expectancy of the maker to 
repay the note. Whether or not there is adequate comprehension 
of the potential danger of loss that lies in indorsing a note upon 
which someone else will borrow, it is a question whether the in- 
dorser has the moral right to do so. In justice to his own family, 
the worker should measure the contingent liability and determine 
the effect on his own standard of living if he should be called upon, 
because of default or death, to shoulder the repayment of a loan 
of which he was not the beneficiary. Some credit unions have 

*s The last two were among the first 25 in size in the state of New York. Each 
had assets in excess of $150,000. 

*©Of the 32 states which have passed credit union legislation, 16 impose no 


limitations restricting membership. Credit unions in these states are subject to the 
hazards of ‘‘open membership.” 
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recognized the mortality hazard and relieve the indorser by can- 
celing the unpaid balance in case of death of the borrower. Unless 
this contingency is covered by adequate insurance, the require- 
ment of having indorsers reduces to a formality if they are not 
held responsible for the debt when the borrower dies. It should 
not be overlooked that there is a degree of moral suasion involved 
in credit union membership which may influence a member to 
indorse for another against his best judgment. There is possible, 
also, unsatisfactory experience where “‘chronic”’ indorsing is per- 
mitted. It is unwise to permit one individual to indorse more 
than one loan. 

Where the indorser realizes the seriousness of underwriting the 
maker’s honesty and longevity, he becomes, in effect, an investor; 
and he must be ready to take his chance of loss the same as any 
other who takes a business risk. Unlike the ordinary investor, he 
cannot look forward to compensating profit if the venture suc- 
ceed, i.e., if the maker repay the loan. 

It is strange that in the field where credit unions could be most 
serviceable, they have had practically no development at all in 
in the United States. Historically, the credit union developed in 
Germany most successfully to meet a rural situation. As a com- 
mon bond, membership in a rural community is probably as ex- 
cellent a restriction as can be required. There is decided com- 
munity of interest, permanency of residence, and full knowledge 
of character and resources. The only difficulty to the usual meth- 
od of operating is the requirement for the liquidation of the loan 
within a year’s time by weekly or monthly payments. Except on 
dairy farms, the flow of cash through a rural section will not allow 
such continuous self-liquidation. Where such periodic payments 
are impossible and instead loans are out for six months or a year 
before any payment is made on them, the ranging power of the 
funds is reduced by practically one-half. Nevertheless, credit 
unions for farmers are particularly needed. Yet, rural credit un- 
ions are non-existent in the United States. Of the 280 credit un- 
ions analyzed in Table II, two were restricted to farmer-members. 
North Carolina has made the most serious gesture in this direc- 
tion. Credit unions in this state are restricted by law to the 
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Raiffeisen type. The law was passed in 1915. Fourteen years 
later, in 1929, there were in existence 21 credit unions with a 
membership of 1,136 and aggregate assets of $117,508. 


DEVELOPMENT OF THRIFT 


The third major argument proposed in favor of credit unions is 
one that is generally stated in the organization papers “as the 
development of thrift among the members.” There can be no 
quarrel with the desirability of inculcating habits of thrift. Com- 
pulsory saving devices are generally more successful than unsys- 
tematic saving. Thus far, the methodical features of credit unions 
are attractive. However, for people of small means who have 
made the sacrifice that thrift requires, safety of principal is a prime 
essential. Only the most conservative depositories merit encour- 
agement. By implication, every member of the credit union is a 
prospective borrower. If all intended to be borrowers at the same 
time, there would be available for each only the average of the 
individual deposits, and consequently most of them would be no 
better off for credit purposes by membership in the credit union. 
In fact, if only each individual’s share of the common fund were 
available for his credit purposes, he would have been much better 
off if he had carried out his thrift program in a more conservative 
medium like a savings bank. The greater diversification of mem- 
bership in a savings bank would have practically guaranteed that 
his funds would be available, for his use in the full amount, when 
he needed them. As a matter of fact, if a common hardship should 
require every member of the credit union to apply simultaneously 
for credit, the more thrifty members would probably be disap- 
pointed. The more improvident members would already have 
borrowed, and the new misfortune would make it impossible for 
them to repay so that there would be very little left to distribute 
among the needs of the others. Even in the small credit union the 
membership soon divides itself into the thrifty and the improvi- 
dent, or the small capitalist and the borrower; and the larger the 
institution becomes, the more sharply defined is the cleavage in 
membership. While all members theoretically have the possibil- 
ity of borrowing, actually there grows up a group of chronic bor- 
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rowers who exhaust the available funds. There is, of course, a 
small variable group in the membership that may require occa- 
sional credit as emergencies arise. An individual member may 
develop a need for temporary help, but on the whole the thrifty 
within the membership continue to supply the credit for the 
chronic borrowers. The revolving fund pooled by the membership 
revolves only among a section of the membership.” 

The success of the Raiffeism system in the agricultural com- 
munities of Germany is often used as a basis of comparison from 
which to forecast the development of credit unions in this country. 
However, this is not the method employed by American credit 
unions which have been confined to industrial workers and which 
attempt to supply within their own ranks credit used by the 
members of their group. As was indicated above, this necessarily 
implies a segregation of the membership into the thrifty and the 
needy. There is no intention here to argue that the Raiffeism 
system ought to be applied in America. In fact, it would be un- 
fortunate if it were, for not only would the membership hazard 
its individual money investment in the union but, in addition, 
it would mortgage, individually and collectively, its anticipated 
income. The borrower at a commercial lending agency may de- 
pend on his future income to repay a loan, but he has had free 
use of whatever savings he accumulated, and his future earnings 
are not mortgaged until he uses them to finance the emergency. 
When an emergency occurs under the Raiffeisen system, not only 
would his savings be tied up but his future earnings would have 

In 1930 the Municipal Credit Union of New York had 4,967 non-borrowing 
members and 7,681 borrowing members. The former had investments of $1,186,000, 
or $238 per member. Although the borrowing members had investments of only 
$30 per member for a total of $229,000, they borrowed an average of $295 each. 
At the end of the year they still owed $190 each for a total of $1,460,000. Forty per 
cent of the membership supplied 84 per cent of the loanable funds. During the 
same year the credit unions of the Rock Island Railroad had 2,689 borrowing mem- 
bers and 1,493 non-borrowing members. The borrowers constituted 64 per cent of 
the total membership, compared to 61 per cent for the Municipal Credit Union. 
To the 2,689 borrowers there were made a total of 4,903 loans, or 1.8 per member. 
Leaving out Massachusetts, New York, and Rhode Island, where the average loan 
tends to be abnormally high, the average loan in all the other states was $129, 
against an average share capital of $40 per member. 
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already been mortgaged as well. It is only by including in the 
membership those who use the union merely as an investment 
institution that the credit demands of the rest of the membership 
can be supplied. 

Theoretically, the borrower of today does his share of supply- 
ing credit to his fellow-members by becoming the investor of 
tomorrow. Actually, it has already been pointed out that this is 
a hope rather than a fact. People of small means who find them- 
selves in financial difficulties require more than the mere granting 
of the actual dollars. If the difficulties are due to unforeseen emer- 
gencies, they must be taught to balance their budget so that re- 
payment of the loan can be effected without impairing the carrying 
on of the vital functions of the family entity. Where the difficulty 
is due to lack of provident foresight, there again help is needed 
in straightening out the family finances. It is doubtful whether 
credit unions as a group are able to offer constructive services 
of this kind to the borrowing membership, and yet constructive 
advice and help and encouragement of this kind sometimes are of 
more importance to the family than the actual loan. It is alto- 
gether possible that the credit union would be prevented from 
furnishing this service, even if it realized the need. On the one 
hand, the average individual would object to letting his friends 
and intimates in the union pry into his personal affairs to the 
necessary extent. On the other hand, he will reveal himself to 
an impersonal finance service where the transaction is on a purely 
business basis, in the same way that he reveals without reserva- 
tion the intimacy of his physical nature to his doctor. This psy- 
chological limitation to the growth of credit union is present at 
all times. Rather than run the gauntlet of his member-friends 
and of the credit committee, many a credit union member does 
borrow from other lending agencies. 

Furthermore, his fellow-members who constitute the credit 
committee and other operating committees of the union have no 
wider experience and training than he has, and are thus unable 
to be of service. The only qualification they have for their job 
in the union is their reputation for honesty and their willingness 
to contribute their services. If the credit union attempts to sup- 
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ply the deficiency of capital, within its own ranks, by throwing its 
membership open to outsiders, then it departs from the accepted 
conception of a credit union. It becomes a building and loan as- 
sociation, in nature though not in name, or a second-mortgage 
company, or an industrial bank, or a savings bank.” The inves- 
tors who have been drawn into the membership ranks would be 
better off if their investments or their pooled funds were handled 
by those more qualified than it is reasonable to suppose the active 
workers of the average credit unions are. This is especially true 
where the thrift function of the credit union overshadows in 
importance the credit granting function. Three typical, small, 
Massachusetts credit unions with assets ranging from $75,000 to 
$125,000 had assets exceeding by 30-40 per cent the total loan 
requirements of the membership. Of three large credit unions 
with assets varying from $1,300,000 to $1,600,000, one had g per 
cent of its assets in investments other than loans to members, 
the second had 15 per cent, and the third 33 per cent. Still an- 
other had $500,000, approximately half of its total assets, invested 
in bonds and notes receivable and much of the balance in real 
estate mortgages. The law generally provides that surplus funds, 
in excess of the amounts required to make loans to members, be 
placed in investments legal for savings banks. It would be sound 
business for the investor-member to purchase investment counsel 
for the safe investment of his funds directly from a more experi- 
enced agency specializing in such matters, rather than through the 
less experienced credit union. Whenever funds back up or grow 
faster than needed to supply borrowers, the investment problem 
looms up as a difficult one. There arises danger of overextension 
of credit to individual applicants and of unsafe ventures in other 
fields. 

The nice problem of adjusting credit to individual needs and 
capacity may be further complicated by shifts on the competitive 
front for credit unions. Much of the $150,000,000 furnished as 
small loans by banks is being moved into personal loan depart- 


%® The credit unions of Massachusetts have branched out into the making of 
second mortgages and loans up to $2,000 and the credit unions of New York City 
do a large business with small merchants. In 25 states the law specifically permits 
savings deposits by members in addition to investment on shares, and in 7 states 
the credit unions may receive deposits from non-members. 
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ments where direct competition with the credit unions may fol- 
low. If such competition arises where the credit union is already 
troubled with the problem of excess funds, it may induce too 
facile granting of individual loans by the credit unions. 

The very wording of the Uniform Credit Union Law uncon- 
sciously recognizes the conflict between thrift and borrowing, and 
defines a credit union as a co-operative society incorporated for 
the twofold purpose of inculcating thrift and creating a source of 
credit for “provident purposes.” What “provident purposes” are, 
is nowhere indicated; and neither the organizers nor the promot- 
ers nor the members of the credit unions can be expected to de- 
fine ‘‘provident” or to draw a distinction between necessary and 
unnecessary loans, or between productive and unproductive loans, 
or between luxury and necessitous loans, when the professional 
economists have difficulty in doing so. But the inclusion of the 
term “‘provident”’ in the draft is indicative of a vague feeling that 
thrifty members who risk investments or their savings in the 
union must be protected to some degree from the borrowing 
members of the group by restricting these to “‘provident”’ loans. 
When the credit union becomes merely a depository for saving 
funds, the depositor should be safeguarded the same as in any 
other savings institution. If the state indorses the credit union 
movement, it has the moral obligation to throw about it all the 
protection that experience with financial institutions has devel- 
oped. 

Objection has also been raised against credit union member- 
ship as being fundamentally out of harmony with American ideals. 
“If the American worker joins the type of credit union sponsored 
by Filene and Clark of the Twentieth Century Fund, it shows 
that he has little hope of owning a home... . . Home ownership 
is the finest characteristic of American citizenship.”*” Mr. David- 
son, who is supervisor of small loan agencies in Massachusetts, 
makes the point that in building-and-loan associations there 
already exists a typically American institution with more than 
eight billion dollars of assets that performs the function the credit 


union is designed to do. 


#9 FE. E. Davidson in Christian Science Monitor, January 31, 1931. 
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DEVELOPMENT OF ADMINISTRATIVE ABILITY 


Finally, there has been advanced as a major consideration for 
the support of credit unions the argument that they are instru- 
mental in developing administrative ability.” Desirable as such 
a result may be, it is a purely incidental one. It has nothing 
to do with the justification of the enterprise. The development of 
executive ability is a by-product in the functioning of any insti- 
tution, and has no weight when advanced as a raison d’étre. Un- 
doubtedly, every example of good fortune in discovering and de- 
veloping satisfactory ability can be matched by more than one 
where inefficiency or inability resulted in losses. Even where abil- 
ity does develop to a marked extent, it is too much to hope that 
the gods of chance will be kind more than once in the same place, 
so that, if a particular credit union did depend on one or two in- 
dividuals who successfully developed the necessary ability and 
training, the advantage is only a temporary one. If, for any rea- 
son, such individuals pass on, the society is left to continue with 
mediocre or with relatively total inexperience. The lure of a dif- 
ferent job, the call of a distant community, even recognition in 
the credit union movement itself, may remove such exceptional 
individuals; and the credit union is subject to the weakness that 
what is everybody’s business is nobody’s business. 

The average union is condemned to falter along on untrained 
and inexperienced ability. The New York state superintendent of 
banks has evidently arrived at the conclusion that the adminis- 
tration of credit unions needs to be more carefully restricted. 
In his message to the legislature on January 7, 1931, he made 
four specific recommendations for circumscribing the activities of 
credit unions. 

To amend generally the credit union article of the banking law to provide 
as follows: 

a) That the qualifications for membership shall be limited strictly, so that 
open membership credit unions may not be authorized henceforth; 

b) That credit unions shall not have the power to accept deposits; 

c) That the power of credit unions to borrow money shall be further lim- 
ited, and subject to the approval of the Superintendent of Banks; 

d) That credit unions may be required to set up reserves at the end of 
each fiscal year against bad debts. 


20 Survey Graphic, November, 1930. 




















CREDIT UNIONS IN THE UNITED STATES 


SUMMARY 

Within a restricted segment of the small-loan field, the credit 
union movement, a co-operative enterprise, has had an encourag- 
ing growth. Nevertheless, the significant demand for loan service 
must continue to look for satisfaction to agencies conducted on a 
business basis. Attempts to force developments of the credit 
union lead to violation of its essential nature. Economy of opera- 
tion is possible because costs are hidden by subsidies of various 
kinds. Mutual dependence is a fair-weather arrangement. The 
pinch of hard times falls on principal debtor and his indorsers 
alike; and it imposes a double burden on the latter because it 
affects their savings as well. Thrift agencies are natural entities 
that function best independently. Credit granting is highly tech- 
nical and can best be performed by specialized institutions. In- 
cidental results, such as the development of exceptional ability, 
are not sound arguments in support of an enterprise. 

The credit union movement is on the horns of a dilemma. It 
must depend primarily for success on homogeneity, and yet that 
very homogeneity defies the well-accepted investment principle of 
diversification of risk. 

When the credit union attempts to serve outside its own appro- 
priate territory and broaden its activity to include the general 
public, it loses its characteristic identity. In passing from a 
homogeneous to a heterogeneous character, it relinquishes any 
peculiar advantages. In straight commercial competition it is 
subject to the same cost factors, usual business hazards, and risks 
peculiar to the industry as the non-co-operative agencies. 

In the future, the credit union movement will probably bulk 
somewhat more important, but it is doubtful if it will ever realize 
the expectations of its friends and supporters. If the credit union 
is recognized as an adaptation to a special set of circumstances, 
and if its limitations are respected, it has a definite niche, in- 
dependent of that occupied by other credit agencies, in the field 
of consumer credit. It requires a natural group of limited size 
with close community of interest, stability of employment, low 
labor turnover, freedom from strikes, and with the willingness 
and the ability to carry on a co-operative enterprise the activities 
of which are highly personal in character. on tt Wit 














ANTI-CHAIN-STORE TAXATION 


FLOOD of bills attacking chain stores has been intro- 
duced in the state legislatures during the last few years; 
and in the meantime the controversy between the 

chains and the independent merchants continues unabated. Es- 
pecially heavy taxes are among the measures invented to check 
chain-store expansion. Anti-chain-store taxes have been most 
popular in the southern states, but bills proposing such taxes have 
been offered in practically all of the states. These taxes have been 
imposed as license taxes at a flat sum or at progressive amounts 
on chain stores; or as sales taxes collected exclusively from re- 
tailers or from various classes of business enterprise, with rela- 
tively heavy rates on the chains and other large retailers. 

There are both legal and economic problems involved in anti- 
chain-store taxation, but it is proposed here to give chief consid- 
eration to the economic problems. While the legal status of license 
and sales taxes which have been adopted to discriminate against 
the chains is not yet fully settled, the recent decision of the United 
States Supreme Court on the Indiana chain-store license tax has 
removed any doubts concerning the possibility of constitutionally 
regulating chain retailing by taxation. The interpretation of the 
Court, which upheld the Indiana law, may be considered briefly.’ 


DECISION OF THE SUPREME COURT 


A number of the states, including Indiana, drafted license 
taxes to be paid exclusively or at especially high rates by chain 
stores, but almost invariably the state and lower federal courts 
rejected these taxes and restrained their collection. The Indiana 
tax was resisted by La Fayette A. Jackson, the owner of a chain 
of 225 grocery stores, who showed that his license tax would 
amount to $5,443 as against $675 for a like number of independent 
units. The Tax Commissioners of Indiana argued before the 


* The decision of the Supreme Court was printed in the Commercial and Financial 
Chronicle, CXXXII (1931), 3784-88. 
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Supreme Court, where the case was finally taken, that the tax 
was a revenue measure and that the legislature enjoyed the power 
to prescribe an occupation tax by classifying business for that 
purpose, as long as its action was not unreasonable or arbitrary. 

The Supreme Court, by a 5 to 4 decision, upheld the collection 
of the chain-store license tax, the majority opinion being subscribed 
to by Justices Roberts, Brandeis, Holmes, Stone, and Hughes. 
The majority found that chain stores enjoy distinctive character- 
istics which may be employed in classifying such stores for taxa- 
tion, which may be separated from the characteristics of the in- 
dependent retailer or associations of individual retailers. With- 
out considering the justness or the propriety of the tax law, the 
Court found sufficient differences in chain retailing from other 
methods of retailing to accept the classification of the legislature. 
The Court stated: 

The principles which govern the decision of this case are well settled. 
The power of taxation is fundamental to the very existence of the govern- 
ment of the states. The restriction that it shall not be so exercised as to 
deny to any the equal protection of the laws does not compel the adoption 
of an iron rule of equal taxation, nor prevent variety or difference in taxa- 
tion, or discretion in the selection of the subjects, or the classification for 
taxation of properties, businesses, trades, callings, or occupations. .. . . The 
fact that a statute discriminates in favor of a certain class does not make it 
arbitrary, if the discrimination is founded upon a reasonable distinction. 


The statute treats upon a similar basis all owners of chain stores similarly 
situated. In the light of what we have said this is all that the Constitution 
requires. 

The minority, in an opinion stated by Justice Sutherland, and 
accepted by Justices Van Devanter, McReynolds, and Butler, 
were unable to find justification of a system of classification that 
resulted in distributing the tax burdens so unequally. It was held 
that the chains do not enjoy exclusive advantages, for these ad- 
vantages are enjoyed by other large concerns. Since the power 
to tax is the power to destroy, such a tax opens the door for other 
similar taxes where the amount of the tax may be increased to 
an oppressive amount. 

The ultimate effects of the Supreme Court decision will be far 
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reaching and are a matter of conjecture. Opinions of observers 
range from the dark pessimism of those who see in the decision 
the death knell of the chains to the hopeful optimism of those 
who believe the chain-store taxes will be shifted easily to the 
consuming public without materially affecting methods of retail- 
ing. The close decision of the Court indicates the delicacy of the 
problem; and some of the chain-store executives hope for a more 
favorable interpretation in later cases, pointing out that, while 
the comparatively light Indiana tax was upheld, a confiscatory 
tax would be rejected. Others believe such taxes will encourage 
the chains to strive for a higher plane of efficiency and that un- 
wise expansion programs will be more apt to be retarded. 

Aside from the controversial elements of the Supreme Court 
decision, the issue of anti-chain-store taxation has been clarified; 
and it may be assumed safely that regulatory taxation may be 
enacted in a constitutional manner. The Kentucky State Court 
of Appeals has already upheld the validity of the Kentucky retail 
sales tax on the basis of the Supreme Court decision. However, 
plans are already laid to carry the chain-store taxes of North 
Carolina and Mississippi to the Supreme Court to clear up other 
disputed questions. It appears certain that our highest court will 
sustain the classification of the chains as a peculiar retailing in- 
stitution for separate taxation, and other chain-store taxes may 
be expected in those states where the antagonists of the chains 
are adequately organized. While certain of the legal phases of the 
chain-store tax laws are still a matter of uncertainty and it has 
not yet been determined if the Supreme Court will uphold op- 
pressive taxes, it may be assumed, for the sake of our discussion, 
that regulatory chain-store taxes are constitutional, at least when 
kept within reasonable limits.? 

2 For further discussion of the legal problems involved in the chain-store taxes, 
see ‘Chain Store Taxation,” Columbia Law Review, XXXI (January, 1931), 145-54, 
and “‘Kentucky Sales Tax,” Commercial and Financial Chronicle, CX XXII (1931), 
4687-88. The West Virginia gross sales tax has been upheld by the Supreme Court, 
although it was not adopted as an anti-chain-store measure. See Governor William 
G. Conley, ‘‘How West Virginia Found New Revenue,” Review of Reviews, LXXXII 
(1930), 120-22. Also note ‘‘Statutory Restraints on Chain Store Systems,” Harvard 
Law Review, XLIV (1931), 456-60. The writer is indebted to Mr. R. W. Lyons, 
executive vice-president of the National Chain Store Association, for a summary of 
the court decisions on the anti-chain-store taxes. 
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ECONOMIC CONSIDERATIONS 


For the purposes of this paper chief consideration will be given 
to the economic factors involved in anti-chain-store taxation. 
May such taxation be justified on economic grounds, or is it based 
upon a public policy founded upon dangerous reasoning? In ap- 
proaching the economic issues, it will be desirable to first consider 
the license taxes adopted by a number of states to handicap the 
chains. In Table I a summary of the license taxes is presented for 
the years 1927-31. These taxes may be collected at a flat amount 
for each store in excess of a specified number, as the North Caro- 
lina tax, which is $50 on each store except the first operated by 
a chain; or they may be imposed on a progressive basis, like the 
South Carolina tax, which increases from $5.00 on the first store 
up to $150 on the thirtieth and all other stores. The taxes are 
payable each year. 

EFFECTS OF LICENSE TAXES 

While the exact legal status of the license taxes levied at a 
certain amount for each chain store may be uncertain, it seems 
reasonable that such taxes should be easy to collect if they are 
upheld by the courts. The number of chain stores is definitely 
known; and while the ownership of some of the chains might be 
obscure, each store could be directly reached by the tax officials. 
A tax of a stated amount on each chain store is an added business 
cost which would tend to be shifted to the patrons of the chains, 
although some qualifications must be added.’ 

If a chain enjoyed a monopoly of a given market, a license tax 
on its member-stores in that market would be a tax on monopoly 
profits, and there would be no motive to attempt to shift the tax, 
for maximum profits would be enjoyed without shifting. But the 
chain stores are commonly in competition with other dealers, and 
the shifting of license taxes should be studied in the light of com- 
petitive conditions. A tax collected exclusively from the chains 
in the form of a license duty operates, in the long run, to handicap 
the chains to the benefit of the tax-exempt independents. If the 
tax is a very light tax, say $1.00-$5.00 for each unit store, the 
chains would prefer to pay it out of their profits, if they enjoyed 


3 Cf. Seligman, Shifting and Incidence of Taxation (4th ed.; 1921), pp. 363-65. 
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substantial profits, rather than antagonize the public by raising 
their prices or by reducing the quantities of goods offered at the 


TABLE I 
CHAIN-STORE LICENSE TAXES 
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Ste | Year | ee lature of Tax 
State Imposed] Legal Status Nature of Tax 
Alabama 1931 | No court action | $1.00 on first store up to $75 on each 
store in excess of twenty 
Florida 1931 | No court action $5.00 on first store up to $50 on each 
store in excess of seventy-five, 
when same are located in different 
counties, to which a tax of $3.00 on 
each $1,000 of stock in each store 
|  isadded. Counties collect an addi- 
tional tax of 25 per cent of the 
state tax, and each incorporated 
municipality may add another 
twenty-five 
Georgia 1927 | Restrained by Su- | $250 0n each store over five 
perior Court 
1929 | Unconstitutional by | $50 on each store over five 
State Supreme 
Court 
Indiana 1929 | Upheld by U.S. Su- | $3.00 on first store; $10 on second to 
preme Court fifth stores; $15 on sixth to tenth 
stores; $20 on eleventh to twen- 
tieth stores; $25 onall other stores 
Maryland 1927 | Unconstitutional by | $500 on each store of chains in Alle- 
State Circuit gany County, but not over five 
Court stores might be operated by a 
chain in this county 
N. Carolina | 1927 | Unconstitutional by | $50 on each store if six or more oper- 
Superior Court ated 
| 
| 1929 Constitutional by | $50 on each store over one; cities and 
| State Supreme | towns may levy a similar tax 
Court 
| | 
S. Carolina | 1928 | Unconstitutional by | $100 on each store if five or more 
Common Pleas | operated 
Court | 
. — - ” 
1930 | Unconstitutional by | $5.00 0n first store up to $150 on each 
store over twenty-nine 











| U.S. District Court 








former prices. But if the tax is a heavy tax, say $250-$1,000 for 
each unit store, the chains will find it desirable to attempt to 
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shift the tax to their customers in higher prices or in inferior 
qualities or smaller quantities at the former prices. 

If the chains should endeavor to shift their license taxes, the 
ultimate effect would be increases in prices, followed by the re- 
stricted demand for their wares, and the loss of some of their 
patronage if prices were materially advanced. If we assume that 
the courts permit the states to raise their license taxes to a high 
figure, there will be a tendency for the chains to be driven out of 
business and their customers diverted to the independent mer- 
chants. If such taxes materially reduce profits, they will act to 
force capital and labor investments into fields other than chain 
merchandising. If chain-store prices are lower than the prices of 
many of the independents, as they seem to be, then the license 
taxes penalize the more efficient merchants and have a tendency, 
if they are heavy, to leave the retail markets to the less efficient 
retailers who charge higher prices. If the license tax is graduated 
according to the number of stores, then the largest chains, which 
may be the most efficient merchandisers, pay the heaviest taxes 
and are the most apt to be forced from business, unless the taxa- 
tion is so light as to not greatly affect their profits. 

The effect of the Supreme Court decision on the Indiana license 
tax will probably be the introduction of similar taxes in other 
states. License taxes, hitherto ineffective in combating the chains, 
now loom as highly significant factors in the chain-store situation. 
Fortunately for the chains, most of the state legislatures had 
adjourned by the time the Indiana decision was handed down, 
but in a few states new license taxes have been proposed and such 
taxes have already been adopted in Alabama and Florida. The 
crushing weight of the Illinois tax, which the Illinois senate re- 
jected, is indicated by its progression up to $1,000 on each unit 
store in excess of three. It is reported that the 1930 earnings of 
the Kroger grocery chain averaged $293.50 for the 633 Illinois 
stores, while the National Tea Company, with 859 stores, enjoyed 
average store profits of $738. 

In the chain-store license taxes no attempt has been made to 
measure the taxable capacity of the chains. The number of stores 
operated is not a reliable index of chain earnings. Profits, as well 
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as sales and investments, vary greatly among the unit stores in 
various fields as a comparison of the earnings, sales, and invest- 
ments of the units of department store, grocery, shoe, furniture, 
drug, apparel, and other chain organizations would reveal. As 
revenue measures, light chain-store license taxes may be justified; 
but the injustice of heavy license taxes which are based on the 
number of unit stores and which disregard the more satisfactory 
indexes of taxable capacity is apparent. 

We reach the conclusion that a chain-store license tax is a tax 
on the margin; and as an added business cost, it will tend to be 
shifted to consumers in higher prices. Unless the tax is too light 
to be of real weight, it will force capital and labor readjustments; 
and if the tax is heavy enough, it will eventually drive the chains 
from the community and leave the retail markets to the numerous 
smaller concerns, many of which may be highly inefficient. The 
fundamental problems of policy in the case of chain-store license 
taxes are the same as those in anti-chain-store sales taxes, and 
we may postpone consideration of these problems until we have 
examined the sales taxes now collected. 


ISSUES INVOLVED IN SALES TAXATION 


In discussing the problems arising from sales taxes imposed on 
chain stores, two considerations are frequently ignored. First, it 
must be remembered that the sales tax is a revenue device, and 
its revenue yield may be more important than its effects on re- 
tailing by the chains. Second, any general sales tax, even if it is 
not especially drafted to influence distribution, invariably reacts 
on marketing processes and may encourage or discourage a given 
type of retailing in a subtle manner without attracting the atten- 
tion of the casual observer. In examining the possible effects of 
state sales taxes on chain stores, a number of questions are perti- 
nent. Considering all the various interests involved in the con- 
troversy, should we adopt the sales tax as a permanent element 
in our state revenue systems? Should sales taxes or other taxes be 
employed to penalize the chains or expel them from our communi- 
ties? What are the effects of the sales tax on retailing and on dis- 
tribution in general? And how do sales taxes affect the welfare of 
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consumers and others whose interests are at stake also? It is pro- 
posed here to briefly consider these questions. 


THE SALES TAX AS A FORM OF REVENUE 


The sales tax has become important in the chain-store issue 
because of the serious legal obstacles which have prevented the 
adoption of chain license taxes, until the recent Supreme Court 
decision on the Indiana tax, and because of the attractive rev- 
enues to be derived from general sales taxation. As shown in 
Table I, until very recently the license taxes either have been 
declared unconstitutional or have been carried to the higher 
courts for further interpretation. During the last year a move- 
ment has been organized to introduce discriminatory sales taxes 
in every state by the foes of the chains, for it is realized that the 
sales tax as a revenue device is constitutional and carries the 
support of many people other than the independent merchants 
and their allies. The consequence of the sales-tax campaign has 
been a confusion of the various issues, for many people support 
the sales tax as a revenue measure while they may be indifferent 
to it or oppose it as a form of discriminatory chain-store taxation. 

In the minds of some observers, the most important problem 
in the present sales-tax agitation is the mooted desirability of the 
sales tax in our state revenue systems. While this problem is 
highly important, it must be dismissed summarily here after a 
few brief remarks.’ Although the sales tax was employed only 
in the Philippines and Mexico in 1914, it has been adopted by 
approximately thirty nations since France and Germany intro- 
duced turnover taxes during and after the war. Today the sales 
tax occupies a position of importance in the financial systems of 
many nations in Europe, Asia, Australia, South America, and 

4 See “Chain Stores Organize To Build Good-Will and Fight Sales Tax,” Busi- 
ness Week, October 15, 1930, pp. 10-11. 

5 For a discussion of the sales tax as a revenue device, see National Industrial 
Conference Board, General Sales or Turnover Taxation (1929); Carl Shoup, The 
Sales Tax in France (1930); Alfred G. Buehler, “The General Sales Tax in the Fiscal 


System,” Harvard Business Review, IX (1931), 348-59; and Jens P. Jensen, “‘Gen- 
eral versus Selective Sales Taxes,” Proceedings of the National Tax Association, 1929, 


Ppp. 403-12. 
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North America. While the American movement for a national 
sales tax failed in the years immediately after the war and rapidly 
disintegrated, there has recently been a growing sentiment in this 
country for state sales taxes. The agitation for state sales taxes 
has been stimulated by the desire to shackle heavier taxes on the 
chains, and points with pride to several taxes now collected. 
Pennsylvania has imposed a merchants’ tax since 1821; Delaware 
has collected a gross-receipts tax for many years; Connecticut 
adopted a tax on the gross receipts of certain non-incorporated 
enterprise in 1921; in the same year West Virginia adopted her 
well-known gross sales tax, to be followed by Georgia in 1929 and 
Mississippi in 1930; and Kentucky introduced a retail sales tax 
iN 1930. 

The southern and western states have given abundant evi- 
dence of their interest in sales taxes both as weapons to deal with 
the chains and as productive sources of revenue, and students of 
taxation are following the situation with anxious eyes. Heavy 
state debts and expenditures demand increasing revenues, but 
the general property tax has broken down and the classified prop- 
erty tax is being slowly adopted; our income and inheritance taxes 
are complicated and somewhat uninviting to some of the states; 
and the productivity of excise taxes is proved by the rapid ac- 
ceptance of the gasoline tax by all the states, the imposition of 
taxes on tobacco and amusements by a number of states, and the 
general sales taxes of several states. It is to be expected, there- 
fore, that the demand for license and sales taxes as a means of 
stopping the chain-store successes will be coupled with the de- 
mand for these taxes to provide much-needed revenues. 


SALES TAXES ARE PRACTICABLE 


The attempted use of sales taxes to retard chain-store retailing 
has been criticized by the antagonists of the sales tax as a futile 
approach to the problem because the yield of sales taxes is said 
to be disappointing, administration is complicated, and the col- 
lection costs are prohibitive. Thus, the Kentucky retail sales tax 
has been called a complete failure as a revenue measure by Chain 
Store Progress, official magazine of the National Chain Store Asso- 
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ciation, because during the nine months of 1930 it cost over $9o,- 
ooo to collect taxes amounting to $65,656.° Other writers have 
also scored the low yield of the sales taxes of West Virginia, 
Georgia, Pennsylvania, and other states.’ 

Without underestimating the numerous, serious, and complex 
problems of sales-tax administration, it seems to the writer that 
one is forced to grant that a general sales tax is practicable of 
administration in the light of the experience of many nations 
during the years since the war and of several of our states. The 
primary objections to the sales tax are, not its administrative 
problems, but its undesirable repercussions on business and con- 
sumers. The collection costs of the West Virginia gross-sales tax 
are probably lower than the costs of collecting our state taxes on 
personal incomes but higher than the costs of collecting the state 
corporation-income taxes. The administration costs of the Penn- 
sylvania and Connecticut sales taxes are rather high, but it must 
be remembered that these taxes are collected from numerous 
small taxpayers whose tax returns are often almost insignificant 
and are costly to verify.* In the case of the Kentucky tax, the 
writer has been informed by the secretary of the State Tax Com- 
mission that for 1930 about $65,000 has thus far been collected 
at a cost of about $8,000, which includes office equipment and 
considerable sums for litigation. It is said that only about one- 
third of the taxpayers have reported their sales, and that the 
remainder, including most of the chains and department stores, 
have not yet made returns. The Tax Commission estimates that 
the cost of collecting the Kentucky retail sales tax will be around 
3.5-4 per cent of collections.? Obviously, some of the reports con- 
cerning the costs of collecting the Kentucky tax are in error. 
Without entering into the controversy, the writer believes ad- 
ministration costs may be maintained at a reasonable level if the 
courts decide the tax is constitutional. On the basis of the reason- 


6 “Sales Tax Proceeds Inadequate,”’ Chain Store Progress, April, 1931, p. 7. 

7 Cf. Channing Sweitzer, ‘“‘Sales Tax—The Case against It,” Nation’s Business, 
XIX (February, 1931), 44-46. 

8 See Buehler, op. cit., p. 353. 


9 Letter to the writer. 





356 THE JOURNAL OF BUSINESS 


ing of the Supreme Court in the Indiana case, the Kentucky 
State Court of Appeals has already upheld the Kentucky tax. 

Sales taxes abroad and in our own country have sometimes been 
disappointing in yield, due to exaggerated estimates of an un- 
known source of revenue, lack of familiarity with tax adminis- 
tration, and business depression. But in the main, the sales tax 
has been a fertile revenue which many financially embarrassed 
nations have employed to strengthen their tax systems. In West 
Virginia, so far as revenues for state purposes only are concerned, 
the gross-sales tax ranks next to the gasoline tax. The limited 
application of the taxes in Pennsylvania, Connecticut, and Dela- 
ware and the high annual exemption in Georgia are unfavorable 
to large revenues. Georgia has also been handicapped by the 
business depression and the novelty of her tax. In the opinion of 
the writer, experience shows that state sales taxes are not inherent- 
ly defective in administration and that their administrative com- 
plications are not the most important objection to their use in 
regulating the chains. 

STRIKING AT THE CHAINS 

The checking of chain-store distribution by discriminatory 
sales and license taxes may not be employed without answering 
some significant questions. First, are the chains an economic and 
social menace that should be shackled with heavier taxation or 
even be driven out of the states? Second, even if it is granted 
that chain-store competition should be regulated by our states, 
does it follow that the method of regulation by taxation is de- 
sirable? 

In attempting to answer the first of these questions, it must be 
admitted that the economic and social desirability of chain-store 
distribution is a matter of opinion. The retailers, wholesalers, and 
manufacturers who feel the sting of chain competition and the 
consequent loss of their patronage naturally argue that the chain- 
store organization is a dangerous member of the community and 
that it should be curtailed in its efforts or be expelled immediately. 
On the other hand, consumers do not seem to be alarmed by 
chain-store expansion. In fact, they flock to the chain stores in 
increasing numbers. 
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In the minds of the consumers the most important feature of 
the chains is the lower range of prices when a comparison is made 
with many independent merchants. While there are persons who 
still doubt that the chains really do undersell many of their com- 
petitors consistently, a number of studies in different parts of the 
country by various investigators indicate that the chains do com- 
monly sell at prices below those of other merchants, at least in 
the line of groceries. A recent investigation in Chicago by Pro- 
fessors Palmer and Bjorklund, covering the prices of 75 items in 
chain and independent grocery stores, showed that the chains 
were underselling cash-and-carry independents on 73 of the arti- 
cles and service independents on all of the articles.*° Using the 
mode in calculating the price of each item, and taking a simple 
arithmetic average of these modal prices, it was found that the 
chains quoted prices 9.32 per cent under those of cash-and-carry 
independents and 11.39 per cent under those of service independ- 
ents." A study of grocery prices in chain and independent stores 
in Durham, North Carolina, by Professor Taylor also revealed 
that prices were considerably lower in the chain stores.” Other 
studies of grocery prices appear to agree that the chains enjoy 
material advantages over their competitors. While data are lack- 
ing in other fields, it seems probable that chain stores frequently 
undersell their competitors in various other lines." 

While there is much heated propaganda against chain retailing, 
economists probably generally agree that whatever the disad- 
vantages of this form of distribution are, it has not yet been 
demonstrated that the chains are a grave menace to the nation. 
It is quite generally agreed that the chains have been especially 
successful in proving the great advantages of large-scale buying, 
stock control, personnel control, standardized store equipment 

© Einar Bjorklund and James L. Palmer, A Study of the Prices of Chain and In- 
dependent Grocers in Chicago, ‘‘Studies in Business Administration,” Vol. I, No. 4 
(School of Commerce and Administration, University of Chicago, 1930), p. 22. 

™ Tbid., p. 14. 

” Malcolm D. Taylor, “Prices in Chain and Independent Grocery Stores in 
Durham, N.C.,” Harvard Business Review, VIII (1930), 413-24. 

3 Cf. Nystrom, Economics of Retailing (1930), I, 254-55; and Converse, Elements 
of Marketing (1930), pp. 648-51. 
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and layout, cash-and-carry service, etc." The independent mer- 
chants have themselves testified to the superiority of chain or- 
ganization by their formation of buying associations, the inaugu- 
ration of cash-and-carry service, standard equipment and layout, 
etc. A recent investigation of the Federal Trade Commission re- 
veals that price-cutting, instead of being peculiar to the chains, 
is almost as common among the irdependents."* One is reminded, 
in all this talk about the “‘terrible chains,”’ of the earlier outbreaks 
against the mail-order houses and the department stores, which 
were also berated some years ago for undermining the welfare of 
the nation.” It is not possible here to consider all the pros and 
cons in the controversy over the merits of chain distribution; 
but the conclusion appears to be safe that the advantages of chain 
retailing, from the point of view of public welfare, are far more 
important than the disadvantages, and that the chains have 
contributed materially to the improvement of our distributive 
machinery. 
REGULATION BY TAXATION 


If one is willing to grant the assumption, for the sake of our 
analysis, that the chains are undesirable members of our com- 
munities which should be outlawed, it is still an open question 
whether taxation should be employed to curb their development. 
In support of the doctrine that taxes may be employed for ends 
other than revenue there are a number of precedents in American 
and English history. The American tariff has long been employed 
for the dual purpose of protection to American industry and rev- 
enues for the treasury. The issue of state bank notes has been 
prohibited by a heavy tax imposed on their issue by Congress. 
Sumptuary taxes on amusements, alcoholic beverages, tobacco, 
etc., have been justified here and in other countries because they 

4 Cf. Nystrom, op. cit., Vol. I, chap. viii; Converse, op. cit., chap. xxiv; Professor 
Copeland’s chapter on ‘‘Marketing”’ in the report of the Hoover Committee, Recent 
Economic Changes (1929); and Seager and Gulick, Trust and Corporation Problems 
(1929), Pp. 513-15; etc. 


1s 7oth Congress, 2d Session, 1929, House Doc. 546, Part I, ‘‘Resale Price Main- 
tenance,” p. 89. 

6 See the Industrial Commission, Final Report, Vol. XLX (Washington, 1902), 
pp. 545-49; Harvard Law Review, XLIV, 456-57; and Columbia Law Review, XXXI, 
145, 0. 4. 
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check harmful or luxury consumption and also yield revenue. 
Income and inheritance taxes are not only productive of revenue 
but are also justified by many persons on the basis of social 
justice. There are frequent instances in American local and na- 
tional finance where taxes have been employed for purposes of 
regulation as well as for purposes of revenue. 

However, while sales and license taxes have been employed for 
the regulation of certain practices in the past and today, there are 
obvious dangers involved in mingling the revenue and regulatory 
motives. Our tariff history is the classic example of the failure 
to realize both revenues and protection from the tariff; for pro- 
tection means high duties, and high duties mean low revenues; 
while low duties may permit large revenues but they will prob- 
ably not extend much protection. There is always the possibility 
of abusing the tax powers to favor a given class. Furthermore, 
one may question if there are not better measures for chain-store 
regulation than taxation, if regulation is desirable, through such 
channels as the Federal Trade Commission and the courts. The 
battle of the chains is fundamentally an economic issue which 
should be decided according to the merits of the two contenders 
for public patronage rather than by legal interference. Meddling 
with economic forces reaps its own reward, as the bungling of our 
farm problem and our mistaken tariff policies demonstrate.’? In 
using taxes to regulate chain retailing, it must not be forgotten 
that these taxes are supported by many people to raise revenue, 
and that revenue production may be more important in a given 
case than curbing the chains, if we assume they should be penal- 
ized. 

A few years ago a special tax committee of the National Indus- 
trial Conference Board, which was composed of well-known econ- 
omists, criticized the various proposals for a national sales tax 
because the committee felt such a tax would dangerously alter 
the forces of competition and induce undesirable business 
changes." The independent merchants and their allies today dis- 

7 Cf. H. L. Lutz, Public Finance, 1929, pp. 311-13; C. F. Bastable, ibid., 1903, 
pp. 335-36; and Sir Josiah Stamp, Principles of Taxation (1921), chap. vi. 


"8 National Industrial Conference Board, Report on the Federal Tax Problem 
(December, 1920). 
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play the same attitude as that of the sponsors of our tariff laws 
(the psychology of those who are unable to meet their competitors 
on even terms) and are pleading with the forces of government to 
intervene against the chains. If the powers of the law are to be 
called into action whenever certain classes feel the effects of com- 
petition, our state governments are assuming a huge responsibil- 
ity, and the abuse of governmental powers is invited. 


EFFECTS OF A RETAIL SALES TAX 


It is possible here to suggest merely some of the effects of a 
retail-sales tax. The Kentucky plan of laying an especially heavy 
tax on chain merchants at progressive rates, imposed as a revenue 
measure on the gross sales of all retailers, is not without precedent. 
In 1912 France augmented the patente, a tax based on the number 
of employes, the rental paid, etc., from 25 per cent for concerns 
with five branches up to 100 per cent for concerns with over fifty 
branches.” This law was followed by a tax in 1917 that added a 
surcharge ranging from o.1 per cent up to 0.5 per cent on the 
gross sales of retail merchants with an annual turnover in excess 
of a million francs.” The Kentucky tax, which became effective 
March 17, 1930, is imposed at progressive rates on the total 
annual gross sales of retail merchants, as shown below: 


Tax Rate (Per Cent) On Gross Sales 
©0.05...............-. Under $400,000 
a ica aw ieewesales $400,000-$ 500,000 
Sha i etter $500,000-$ 600,000 
DS een tandaae $600,000-$ 700,000 
NE ainis evacuees $700,000-$ 800,000 
©0.70..........+.2...-. $800,000-$ 900,000 
0.85.........22+222++ $900,000-$1 ,000,000 
EE nee ee ree Over $1,000,000 


It is evident that the Kentucky tax, at least in principle, is 
highly effective in striking at the chains and other large retailers. 
Since the tax rate increases with the volume of gross sales, the 

9 William L. Finger, ““Chain Store Movement in France,” Commerce Reports, 
February 4, 1929, pp. 259-62. 

20 Tbid.; Robert M. Haig, Public Finances of Post War France (1929), p. 36; and 
Carl Shoup, oP. cit., p. 317. 








> ms 


oO 














ANTI-CHAIN-STORE TAXATION 361 


larger merchandising organizations will pay an ever mounting tax 
rate until their sales reach $1,000,000, when the excess is taxed 
at 1.0 per cent. The tax rate on sales under $400,000 is insignifi- 
cant, and it is apparent why the yield of the Kentucky tax should 
be so small when the large retailers refuse to pay the tax. A tax of 
1.0 per cent of gross sales is a very heavy tax where net profits 
are a small percentage of sales, where capital turnover is unfavor- 
able, and where a concern operates in red ink. While the rates 
of the Kentucky tax may not progress sufficiently to equalize the 
positions of the larger and smaller retailers, theoretically the tax 
rates may be increased until the chains and other large retailers 
are at a decided disadvantage or are even forced out of business. 
It is of interest that the French chain-store sales have continued 
to increase in spite of their extra taxes.” 

A flat-rate retail-sales tax with a high exemption has been sug- 
gested in a number of states. If the exemption is high enough, say 
annual gross sales under $100,000, it may exempt all the smaller 
retailers. However, the flat-rate tax is free from at least some of 
the objections of a progressive tax, for all the retailers subject to 
the tax are treated uniformly. On the other hand, a tax on gross 
sales of retailers at 2.0 per cent, which certain interests are ad- 
vocating in Florida, is a very heavy tax when a retailer does not 
enjoy a strong financial position. It is apparent that a high exemp- 
tion in any retail sales tax will handicap all the larger retailers, 
and that the discrimination against large retailers is especially 
effective when the tax rate is also high. 

EFFECTS OF CLASSIFIED SALES TAXES 

The classified sales taxes of West Virginia, Georgia, and Mis- 
sissippi are laid upon business enterprise at various rates accord- 
ing to the classification of the undertaking. The West Virginia tax 
allows an annual exemption of $10,000 to each taxpayer and im- 
poses a tax at a rate of 0.21 per cent on the gross sales of manu- 
facturers, at rates ranging from 0.42 per cent to 1.85 per cent on 
the gross sales of concerns exploiting natural resources, at a rate 
of o.2 per cent on the gross income of retailers, at a rate of 0.05 


4 Finger, op. cit. 
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per cent on the gross income of wholesalers, and at various rates 
on other types of enterprise. Georgia bases her tax entirely on the 
gross receipts of business after allowing each taxpayer an annual 
reduction of $30,000, at rates ranging from 0.05 per cent on manu- 
facturing, 0.1 per cent on wholesaling, and o.2 per cent on retail- 
ing, to 0.3 per cent on public utilities and amusements.” 

The sales tax of West Virginia was adopted in 1921 before the 
agitation against the chains was of great importance, and the 
only possible element of discrimination against larger retailers 
is the annual exemption of $10,000, which may be defended on 
administrative grounds. In Georgia the $30,000 exemption does 
permit a greater number of small retailers to escape from the 
sales tax. All things considered, the West Virginia and Georgia 
taxes do not appear to weigh seriously on the chain stores, and 
they have not received much criticism from the chains. However, 
it should be remembered that in these two states the sales taxes 
were adopted primarily because of their revenue yield and that 
there was no particular intention of handicapping the chains, in 
West Virginia, at least. There has been some talk in Georgia of 
lowering the exemption in order to obtain larger revenues. While 
the Georgia license taxes were directed as a blow against the 
chains, there seems to be little evidence of penalizing the chains 
in the sales tax. In classified sales taxes there is opportunity for 
imposing relatively heavy tax rates on a given type of business, 
like retailing; but the West Virginia and Georgia taxes do not 
treat retailing harshly. In Georgia, manufacturing is favored with 
an especially low rate of taxation. 

A Mississippi gross-income tax became effective June 1, 1930, 
but the tax was immediately carried to the courts and its legal 
status is uncertain. After allowing an exemption of $5,000, the 
tax is imposed on the gross proceeds of manufacturing at rates of 
©.10-0.50 per cent, on the gross proceeds of the extractive indus- 
tries at 1.0 per cent, and on the gross income of other business 
with rates of 0.25 per cent for retailing, 0.125 per cent for whole- 


22 The writer is indebted to the tax commissions of the various states referred to 
for copies of the sales-tax laws. While some of the sales taxes are called “‘license 
taxes,” it appears more logical to classify them separately as sales taxes because they 
are based on sales. 
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saling, 0.50 per cent for public utilities, 1.0 per cent for amuse- 
ments, and 0.25 per cent for other business. The law discriminates 
against the chains by providing that in case a person or concern 
operates more than five retail stores in the state, the tax rate on 
the gross income of the stores shall be 0.50 per cent, or twice that 
of the rate on retailing. The Mississippi tax rate is somewhat 
higher on retailing than the tax rates in West Virginia and 
Georgia, but the exemption is lower in Mississippi than in the other 
states, the effect being that more small retailers will be taxed in 
that state. On the other hand, Mississippi plainly discriminates 
against the chains by doubling their tax rate if over five stores 
are operated. This will give a certain advantage to small local 
chains that operate five stores or less. So far as the sales taxes on 
the chains are concerned, the maximum rate of the Kentucky 
tax, which is 1.0 per cent, is the heaviest; and Kentucky practi- 
cally exempts retailers selling under $400,000 a year by merely 
collecting a nominal charge at the rate of 0.05 per cent. 


THE WEAKNESS OF SALES TAXES 


In the case of both sales and license taxes, it is not yet fully 
clear just what a “chain store’’ is. In the Indiana case the Su- 
preme Court declared that associations of independent retailers 
for purposes of co-operative buying, selling, advertising, the ex- 
change of ideas, etc., are not chains for purposes of taxation. 
However, marketing authorities have distinguished several types 
of chain organization. Are gasoline stations, restaurants, hotels, 
moving-picture theaters, etc., that are operated on the chain plan 
liable for the chain-store taxes? While the Supreme Court has 
greatly clarified the atmosphere, there still remain legal difficul- 
ties concerning the definition of “chain stores” for purposes of 
taxation.” 

When one considers any of the various types of gross-sales 
taxation, they all present obvious weaknesses from the business 
point of view, aside from any criticism on the score that they may 

23 Cf. article in Columbia Law Review, XXXI, 148-50, and Supreme Court deci- 
sion in the Indiana license tax case, Commercial and Financial Chronicle, CXXXII, 
3784-88. The law may exclude certain retailers from the application of the tax, as in 
the Alabama statute, where the distribution of petroleum products is exempt. 
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penalize chain retailing. It has long been recognized that gross 
sales are a very unequal basis of taxation, for they fail to fairly 
measure the taxable capacity of an enterprise. A tax levied on 
gross sales disregards other and more reliable indications of the 
relative financial strength or weakness of a concern, such as net 
profits or losses, the rate of stock turnover, the rate of capital 
turnover, the percentage of fixed costs, the amount of bonded 
indebtedness, etc. Yet it is generally agreed by all observers that 
costs, profits, losses, investments, and indebtedness vary greatly 
as related to sales, not only among different lines of enterprise but 
also among concerns engaged in the same type of business. Thus, 
even a retail-sales tax ignores the great variance of these factors 
among grocers, druggists, shoe stores, clothing stores, jewelry 
stores, etc.*4 Economists are agreed that a sales tax is not always 
fully shifted by vendors to ultimate consumers; and to the extent 
that such a tax remains with business, it is a very unequal tax 
that disregards everything but gross sales. It is also a tax that 
must be paid as long as business continues, regardless of profits 
or losses, etc., and for that reason is sometimes called a “capital 
tax,” for it must be paid from capital when no net income is en- 
joyed. 

To illustrate the effects of a sales tax, collected at a rate of 1.0 
per cent, on the profits of a number of chain systems, Table II has 
been prepared.*5 The data indicate that a tax of 1.0 per cent, or 
even a fraction of 1.0 per cent, would be a heavy tax on chains 
like those in the grocery field, where profits are a small percentage 
of sales, while in other fields the tax would be relatively much 
lighter. It is evident that a sales tax, to the extent that it could 
not be shifted, would be a very unequal tax on business, and it 
would penalize chains and other organizations that enjoy a high 
stock turnover but low relative profits. While the table shows 
only net profits as a variable percentage of net sales, it is obvious 

4 Investigations like that of the National Industrial Conference Board, The 
Shifting and Effects of the Federal Corporation Income Tax (1929), and merchandising 
studies like those of the Harvard Bureau of Business Research and other agencies 
reveal a wide range of variable business factors. 

2s Data concerning chain-organization profits and losses are taken from Chain 
Store Statistics (1930 ed.; published by Merrill, Lynch & Co., and E. A. Pierce & Co.). 
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that investments, indebtedness, and other factors also vary con- 
siderably among different concerns and among different lines of 
enterprise.” 

Any sales tax which is heavy enough to be of importance— 
and a tax at o.5 per cent, 1.0 per cent, or 2.0 per cent is a very 
significant cost—stimulates changes in the field of business, many 
of which are unforeseen. Since the tax is an added business cost, 
it must be shifted in higher prices for the same qualities and quan- 
tities in the long run. Marginal sellers who are unable to shift 


TABLE II 
Errects oF A 1.0 PER CENT SALES TAX ON CHAINS, 1929 


Percentage of 1.0 


Percentage of Net me 
. per Cent Sales Tax 


Chain System Product Handled oe = | Loss of of Net Profit or 

05S 
A. & P. Groceries 2.48 40.6 
Kroger Groceries 2.006 48.5 
Jewel Tea Co. Groceries 10.04 9.9 
F. W. Woolworth Co. 5 and 1o cent 11.76 8.5 
S. S. Kresge 5 and 10 cent 9.56 | 10.5 
Melville Shoe Shoes 6.2 16.0 
G. R. Kinney Co. Shoes 4.54 22.1 
J. C. Penney Co Department stores 5.91 16.9 
Childs, Inc. | Restaurants 4.26 | 23.5 
Loft, Inc... . Candy and food — 2.16 | 40.3 
Walgreen Co. Drugs 6.71 14.9 
National Bellas Hess Apparel — 4.43 | 22.6 





their sales tax through readjustments in supply tend to be forced 
out of business. If a sales tax cannot be shifted, it remains with 
business as an extra cost, the effects of which are unequal and 
uncertain. If the chain stores could shift a discriminatory sales 
tax to their patrons, it could be done only with a loss of patronage 
as prices advanced; and if they could not shift an excessive tax, 
they would be forced out of the state, where their profits were a 
small percentage of sales, to the delight of their foes. Whether 
a discriminatory sales tax is paid in full by the chains without 

26 It is assumed in the table that the total net sales of the chain systems are taxed 
at a flat rate of 1.0 per cent. As a rule, however, the sales taxes allow some exemp- 
tions and are imposed on gross sales. In computing the ratio of a 1.0 per cent sales 


tax to net profit or loss in Table II, the item net profit or net loss does not include 
the sales tax. 
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any effort to shift, is shifted in part, or is fully shifted, it handi- 
caps the chains and embarrasses their competitive position. If it 
be assumed, in the light of the evidence available, that chain 
stores are generally more efficient than their competitors, a chain- 
store sales tax has a tendency to divert patronage from the more 
efficient chains to the less efficient competitive dealers. A tax with 
progressive rates, like that of Kentucky, hits the largest retailers 
most heavily, and thus may handicap the most efficient dealers 
in a serious manner, to the loss of the chains and consumers but 
to the gain of the independent retailers. 

It should be pointed out here that many independent mer- 
chants are opposed to general sales taxes. While they may have 
some fear of chain competition, they also realize, especially if 
they are the larger retailers, that their own sales may be taxed, 
and that taxes can be shifted only with difficulty. In other cases, 
the independent merchants may have no fear of chain competi- 
tion and therefore ask no especial favors from the state legisla- 
tures.”7 

ANTI-CHAIN TAXES AND CONSUMERS 


In the conflict between the chains and the independent mer- 
chants the great body of consumers are interested but silent 
spectators, for they are not organized. From the viewpoint of the 
consumer, if the chains expand the purchasing power of his dollar 
and offer advantages not found among the independent stores, 
they should remain and their position should not be jeopardized 
by discriminatory taxes. From the consumer’s point of view, the 
problem is fundamentally one of comparative costs. He expresses 
his choice of stores and merchandise by extending or refusing his 
patronage. If the widespread popularity of the chain stores is 
any indication of their serviceability, and it should be, they are 
filling a real need in the judgment of consumers. If one assumes 
that the chains may remain in business by shifting their taxes to 

27 See Samuel W. Reyburn, “Throwing Light on the Sales Tax,” Nation’s Busi- 
ness, XIX (1931), 31; Sweitzer, op. cit.; and ““Merchants Fight Plan for Sales Tax,” 
New York Times, November 17, 1930, p. 23; “Merchants Fight Sales Tax Today,” 
ibid., November 19, 1930, p. 14; and ‘‘Retailers Fight Sales Tax,” ibid., November 


20, 1930, p. I. 
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consumers, the effect of this tax-shifting on consumption must be 
considered. It is generally recognized that sales and license taxes, 
which are added to the prices of commodities purchased by con- 
sumers, are regressive in their effects, for such taxes press relative- 
ly more heavily on the smaller incomes than on the larger in- 
comes. These taxes disregard the respective abilities of consumers 
to pay taxes, and are objectionable where the tax system is al- 
ready lopsided and weighs heavily on the lower-income classes 
a condition which now exists in our states and which should deter 
our commonwealths from adopting more taxes that are relatively 
regressive.”® 

There is evident opposition between the interests of the anti- 
chain-store movement and the welfare of consumers. Of course, 
heavy chain-store taxes will act like a protective tariff, for they 
tax the wares of the large chain retailers more heavily than those 
of the smaller retailers, and operate to protect the retail markets 
from the competition of large retailers. If heavy taxes that dis- 
criminate against the chains and other larger retailers can be 
made legally effective, then the foundations of large-scale dis- 
tribution may be undermined. It is because of the danger of the 
anti-chain-store movement to all large retailers that organizations 
like the National Retail Dry Goods Association have joined forces 
with the National Chain Store Association to stem the tide of 
taxation that threatens to wipe out large-scale retail organiza- 
tions. The use of license and sales taxes to curb all large retailers 
is a bold scheme which appears to be running counter to the 
interests of a nation of consumers. 


A FALLACY THAT CHAINS ARE NOT TAXED 
There is a popular fallacy, which may be dismissed with a few 
brief remarks, that chain stores escape from all or most of the 
taxes collected from the independent merchants. A little reflec- 
tion shows that the laws of incidence and shifting apply to the 
chains just as they do to other merchants. In the case of the 
property tax, which is still of great importance in state and local 
8 Cf. National Industrial Conference Board, General Sales or Turnover Taxation, 
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finance, the part of the tax imposed on the value of the land tends 
to remain with the owner of the land, whether it be the chain, the 
independent merchant, or someone else; while the part of the tax 
imposed on the building tends to be paid by the occupant as an 
expense of his business and tends ultimately to be shifted in the 
prices charged for his products. License, occupation, and sales 
taxes are added expenses for chain and independent merchants 
that tend to be added to their prices in the long run. Corporation 
income taxes are paid out of the net income of the chain as well 
as the independent. Tariff duties, laid on goods imported from 
abroad, must be included in chain-store prices just as they are in 
their competitors’ prices. The popular fallacy seems to be based, 
in part, on the fact that some chains lease their property, and it is 
felt that a tenant escapes all the burdens of taxation which are 
laid on individual merchants who own their property. However, 
both chains and independent merchants make a practice of buy- 
ing and leasing property. The chains have no inherent ability to 
escape the burdens of taxation, and are subject to the customary 
laws of incidence and shifting. 
CONCLUSIONS 

Certain conclusions may be drawn from this brief discussion 
of certain phases of the anti-chain-store movement. While some 
of the legal aspects of chain-store taxation depend upon further 
interpretations of the Supreme Court in the cases to be appealed 
to that body, it may be accepted that the states may collect regu- 
latory chain-store taxes that are not unreasonable. The supposed 
dangers of large-scale retailing have been greatly exaggerated; 
but even if these dangers are assumed to be real, it is questionable 
whether the tax powers should be employed to modify the forces 
of business competition. Both license and sales taxes involve sub- 
tle and often harmful repercussions upon business and consumers, 
for they ignore such variable factors as profits, losses, capital in- 
vestments, indebtedness, etc., and impose taxes upon the unequal 
and unreliable base of the number of stores operated or the 
volume of gross sales. If the chain-store taxes are shifted, it 
is only through higher prices which consumers must pay and 
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through declining sales which the chains must suffer. If such 
taxes are heavy, they will seriously embarrass large-scale re- 
tailing. 

The interests of consumers have been largely ignored in the 
chain-store controversy. In spite of the fact that large numbers 
of consumers have shown their preference for the chains by pur- 
chasing in their stores, the independent merchants and their allies 
would force the consumers to trade with the independents by re- 
moving the competitive advantages of the chains by legal but 
discriminatory taxation. 

The chains are able to bear fair tax burdens, and no plea need 
be made for their exemption. It may be granted that the chains 
may abuse their competitive position; and in that event they 
should be subject to government regulation and the action of the 
courts, like other dealers.*? However, in the present controversy 
it is to be regretted that the problem, which is fundamentally 
economic, cannot be settled on its merits by the fair play of com- 
petition instead of resorting to the questionable scheme of legal 
interference through discriminatory taxes. From the social point 
of view, it would be preferable for the independents to spend their 
efforts in reorganizing their business on a more efficient basis so 
they could compete with the chains on even terms, instead of en- 
deavoring to meet the problem by political action, with its in- 
evitable invitation of the abuse of the powers of taxation for the 
benefit of a certain class. 

ALFRED G. BUEHLER 
29 Cf. Harvard Law Review, XLIV, p. 460. 














WAGE STATISTICS AND THE PROBLEM 
OF REAL WAGES 


I 


HE governments of modern industrial communities, while 

they may be indifferent regarding theories of wages, do go 

to some trouble to ascertain how much their workers get in 
wages, and have, consequently, collected in recent years consider- 
able bodies of data on wages and employment in their several 
jurisdictions. In the United States, official labor statistics of this 
type took on considerable proportions only during the last quarter 
of the nineteenth century. But even as early as 1820 the Federal 
Census Office included in its questionnaire for manufacturers a 
question as to the annual amount paid in wages. In 1850 the same 
agency first made a definite effort to ascertain the average earn- 
ings of persons engaged in the manufacturing industries. Really 
comparable figures on such earnings go back, however, only to 
1890. They equip us, however, with comprehensive data on 
manufacturing labor earnings for certain years, first every tenth, 
then every fifth, and now, since 1919, every second year, extend- 
ing over a period of forty years. Similar data, spanning in most 
cases even shorter periods of time, are published by some of the 
state bureaus of labor statistics. The earlier wages data produced 
by the Federal Bureau of Labor Statistics, being based on 
samples, were less comprehensive than the census figures on 
wages and employment. They were more satisfactory than the 
latter, however, in being more nearly continuous from year to 
year. These data are partly in the form of wage rates and partly 
in the form of earnings. The Federal Bureau also collects and 
publishes an index of retail prices running back to 1890 and an 
index of the cost of living dating from 1915. Aside from the two 
federal agencies just referred to there are several other sources of 
official wages and employment statistics. The more important of 
these are: the Interstate Commerce Commission, the Bureau of 
Mines, the Department of Agriculture, and the state bureaus of 
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labor statistics of New York, Massachusetts, Ohio, Illinois, 
Wisconsin, Pennsylvania, and New Jersey. For the post-war 
period two unofficial agencies of major importance should be 
mentioned; namely, the National Bureau of Economic Research 
and the National Industrial Conference Board. 

The function of the official agencies above referred to has been, 
for the most part, the collection of the raw data and their publica- 
tion in forms relatively crude and unrefined and without much 
interpretation. The process of refinement, integration, and anal- 
ysis of these masses of factual material under the hands of special- 
ists can scarcely be said to have more than begun. The first efforts 
seem to have been those of R. P. Faulkner who in the Aldrich Re- 
port’ applied the index-number device in the analysis of a large 
number of series of daily wage rates covering the period from 1860 
to 1890, and Joseph D. Weeks, a special agent of the Census 
Bureau who compiled and described the results of a special in- 
vestigation of wages which was made in connection with the 
census of 1880.” 

In 1903 there were published the results of a special and very 
intensive study by Dr. Davis R. Dewey of weekly rates of wages 
and weekly earnings in selected establishments in 33 of the more 
important manufacturing industries.’ It was based on data re- 
ported for 1890 and 1900 and exhibits them in a form minutely 
classified by occupation and set up in parallel frequency distribu- 
tions for the two years. Somewhat similar was the special investi- 
gation of weekly earnings of manufacturing wage-earners made on 
the occasion of the first quinquennial census of manufactures in 
1904.4 The data covered 63 per cent of the establishments report- 
ing in that census and were set in the form of frequency tables, 
separately classified for industrial and geographic divisions. 

* Wholesale prices, wages and transportation, Senate Report 1394 Senate Com- 
mittee on Finance, March 3, 1893. 

2 Bureau of the Census. Report on the Statistics of Wages in the Manufacturing 
Industries, 1886 (571 pp.) 

3 Davis R. Dewey, Employees and Wages, Special Reports of the Twelfth Census 
(1903). 

+W. M. Steuart, “‘Earnings of Wage Earners’ (census of manufactures), U.S. 
Bureau of the Census, Bulletin 93 (1905). 
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The work of Messrs. Faulkner, Weeks, Dewey, and Steuart 
did little more than to supplement and refine the mine-run of 
official wage statistics. It contributed practically nothing of inter- 
pretative analysis. Progress in interpretation seems to have made 
little or no headway until the first decade of the present century 
indeed no great advance was made until after the World War. 
Significantly enough two of the earliest attempts made at anal- 
ysis of official wage statistics were concerned with the Dewey 
Report already mentioned. In 1907 Mr. A. E. James,’ combining 
the data for the 33 industries separately presented in the Dewey 
Report, produced a weighted summary for all industries com- 
bined, and critically reviewed that report. In the same year Mr. 
Henry L. Moore® made a similar analysis of the Dewey Report, 
his results tallying closely with those obtained by James.’ 


II 


The latest and most comprehensive interpretative analysis of 
American Statistics of wages and employment is that embodied 
in Dr. Paul H. Douglas’ important book, Real Wages in the 
United States, 1890-1926.8 Fixing his attention upon the truth, 
long ago remarked upon by Adam Smith, that ‘‘The real recom- 
pense of labour is the real quantity of the necessaries and con- 
veniences of life which it can procure to the laborers,’’® Dr. Doug- 
las started out seven years ago to try to measure “the material 
welfare [as reflected in their real wages] of no less than 22,000,000 
[American] workers” during the period from 1890 to 1926, in 
respect both to its absolute amount and its changes from year to 

s “The Dewey Report on Wages in Manufacturing Industries in the U.S.,” Pub- 
lications of the American Statistical Association, X (September, 1907), 319-44. 

6 “The Variability of Wages,” Pol. Sci. Quar., XXII (March, 1907), 62-73. 

7 See also the following studies published during this period: Edith Abbott, “‘The 
Wages of Unskilled Labor,” Jour. of Pol. Econ., June, 1905, pp. 321-67; J. N. 
Blodgett, ‘“‘Wages of Farm Labor in the U.S., 1866-1902,” U.S. Dept. of Agriculture 
Bulletin 26 (Washington, 1912); W. C. Mitchell, “Methods of Presenting Statistics 
of Wages,” Publications of the American Statistical Assn., TIX (December, 1905), 
325-43; Scott Nearing, Wages in the U.S., 1908-10 (New York, 1911). 

8 Boston: Houghton Mifflin Co., 1930, xxviii+-682 pp. 
9 Wealth of Nations, I, 86. 
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year. That this was a formidable task is evident from the fact 
mentioned by the author, that the job required the making of 
some 3,000,000 computations and some 18,000 man-hours of 
work. It has been made more impressively evident to me by the 
reading of the book. The publication of the results of Dr. Doug- 
las’ work is an event of importance in the development of labor 
statistics. 

The author’s dominant purpose, then, is to get behind the 
pecuniary surface of things to find, not so much the number of 
dollars received in wages as the quantities of goods, and services, 
to be had year by year in exchange for those dollars. It is appro- 
priate, therefore, that he should devote Part I of his book to the 
anatomy of the cost of living index by which he converts nominal 
into real wages. The remainder of the book is devoted to the 
estimates of money rates and earnings whose final fate it is to be 
deflated with that inexorable cost of living index. The estimates 
take three principal forms: (1) hourly rates,’® (2) full-time weekly 
earnings, and (3) “annual earnings of employed workers.” The 
first two are considered in Part II and the third in Part III. Esti- 
mates of hourly rates, or earnings, and weekly earnings are given 
for manufacturing,” the building trades, anthracite and bitumi- 
nous coal mining, unskilled laborers, postal employees, and federal 
employees in the District of Columbia. Data on full-time weekly 
earnings, but not on hourly rates, are shown for railway workers, 

Or hourly earnings, derived by dividing the total earnings received during a 
week by the number of hours worked. 

As a whole and separately for (a) each industry in a group of 6 unionized indus- 
tries for which the U.S. Bureau of Labor Statistics has collected union rates and 
(6) for each industry in a group of 8 industries for which the Bureau has collected 
pay-roll data from employers, viz.: 


(a) The “Union” Manufacturing Indus- (b) The Pay-roll Manufacturing Indus- 


tries: tries: 
Metal trades Cotton 
Granite and stone Boots and shoes 
Book and job printing Clothing 
Newspaper printing Hosiery and knit goods 
Planing mills Woolens 
Bakers Lumber (sawmills) 


Iron and steel 
Slaughtering and meat-packing 
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seamen, farm laborers, teachers, and ministers. Estimates of an- 
nual earnings of employed workers are reported for (1) manu- 
facturing,” (2) postal employees, (3) federal employees in the 


As a whole and separately for each of twelve groups of industries. Further, 
within each of the twelve groups, from 2 to 5 of the more important individual 
industries are separately reported. There are 39 of these individual industries for 
which estimates of nominal and real annual earnings are made. They made up 55 
per cent of all wage earners employed in n.anufacturing in 1919 and they include 
the more important of the 54 manufacturing industries for which the U.S. Bureau 
of Labor Statistics currently reports monthly changes in pay-roll payments and 
employment. The 12 groups of industries very nearly correspond to the 14-fold 
grouping of manufacturing industries now made by the Census Bureau for its 
biennial Census of Manufactures. The groups and subgroups are: 


1. Food (five industries) 2. Textiles (four industries) 
Confectionery Woolens and worsteds 
Bread and other bakery products Cottons 
Butter, cheese, and condensed Silks 

milk Hosiery and knit goods 


Fruit and vegetable canning 
Slaughtering and meat-packing 


3. Clothing (three industries) 4. Iron and steel (two industries) 
Men’s clothing Blast furnaces, steel works, and 
Women’s clothing rolling mills 
Shirts Foundries and machine shops 

5. Miscellaneous metal products (four 6. Lumber (three industries) 

industries) Sawmills 
Farm equipment Planing mills 
Electrical machinery Furniture 
Brass, bronze, and copper 
Silver and plated ware 
7. Leather and its products (four in- 8. Paper and printing (four industries) 
dustries) Paper and pulp 
Leather, tanned, curried, and Paper boxes 
finished Book and job printing 
Boots and shoes Newspaper and periodical print- 
Trunks and valises ing 
Saddlery and harness 
9. Chemicals (two industries) 1o. Stone, clay, and glass (three indus- 
Petroleum refining tries) 
Druggists’ preparations Marble and stone work 
Clay products 
Glass 
11. Tobacco and beverages (two indus- 12. Vehicles for land transportation 
tries) (three industries) 
Beer and soft drinks Carriages, wagons, and materials 
Cigars and cigarettes Railroad rolling stock 


Motor vehicles, bodies and parts 
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District of Columbia, (4) employees on steam railroads, (5) street 
railway employees, (6) farm laborers, (7) teachers, (8) ministers, 
(g) clerical workers, (10) telephone employees, and (11) workers 
in gas and electric light plants. It will be noted that the estimates 
of annual earnings include 5 groups: street railway, clerical, tele- 
phone, telegraph, and gas and electric light plant workers, not 
covered by the estimates of hourly and weekly earnings and that 
the latter estimates include 3 groups: building trades employees, 
coal miners," and unskilled laborers, not included in the estimates 
of annual earnings of workers. It will be observed also that the 
subdivision of manufacturing industry as a whole is much more 
comprehensive and detailed for annual earnings estimates than 
for estimates of hourly and weekly rates. 

So far, the estimates have taken no account of unemployment 
except such under-employment as employed workers suffer in the 
shape of part-time employment, and time lost as a result of 
absence from work, due to sickness and other causes, while they 
remain employees. Account of unemployment is taken in Part IV, 
the last division of the book, wherein are given the average 
nominal and real earnings, not of employed persons only, but of 
all those attached to the several industries. Separate indexes of un- 
employment are constructed for (1) manufacturing and transpor- 
tation, (2) the building trades, (3) bituminous coal mines, (4) 
anthracite coal mines," and (5) unskilled labor. These indexes are 
then used as deflators of the estimated “annual earnings of em- 
ployed workers” in such a way as to show the average annual 
earnings of the subdivisions of the wage-earning class attached 
to the following, partially overlapping groups: (1) manual work- 
ers in manufacturing and transportation, (2) manual workers in 

8 Coal miners are included in Part III but, as explained in n. 14 below, their 
earnings are really net, after unemployment. 

«4 The average annual earnings of coal miners, despite their inclusion in Part ITI 
with data on annual earnings of employed workers, are estimates in which, because 
of the nature of the source materials from which they are derived, losses in earnings 
due to unemployment are taken account of. This is implicit in the procedure fol- 
lowed in Part III in estimating the earnings of miners but the fact is not explicitly 
stated until the author comes to grips with the problem of unemployment (p. 461). 


Moreover, the annual earnings figures for anthracite and bituminous miners are 
listed, somewhat anomalously, in Appendix H as “‘annual earnings of the employed.” 
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manufacturing, transportation, and coal mining, (3) workers in 
the building trades, and (4) unskilled labor. Significantly, there 
are no annual estimates for the last two classes except here, where 
they are net, after unemployment discount. The materials avail- 
able are clearly not adequate for showing the “annual earnings 
of employed workers” in the building trades and for unskilled 
labor. 

The estimates, whether of hourly rates (or earnings), weekly 
earnings, annual earning of employed workers, or annual earnings 
of those attached to industry are given in the form of weighted 
averages, for each year from 1890 to 1926," for all of the various 
industrial groups and sub-groups for which it was possible to 
compute them. For manufacturing taken as a whole, e.g., are 
given for each year the average hourly earnings, average full-time 
weekly earnings, average annual earnings of employed workers, 
and, for manufacturing combined with transportation, the average 
earnings of those attached to manufacturing and transportation. 
The lack of unemployment indexes which are broken down into 
the smaller subgroups of industry obviously made it impossible 
to estimate “average earnings for those attached”’ for more than 
4 or 5 large industrial categories. The averages for each year, 
whether they are averages of hourly, weekly, or annual earnings, 
are shown first as nominal dollar sums (money earnings), second 
as relatives of such nominal sums (indexes of money earnings), 
and third, by dividing these latter by the cost of living index for 
the given year, as index numbers of real earnings. The relatives of 
both the nominal and real earnings are usually shown upon two 
bases: 1890-99 and 1914. All of the estimates refer to their 
stipulated industrial categories for the United States as a whole. 
The author has made no attempt to report regional differences 
in earnings. Finally, although the industry-group classification 
somewhat simplifies their content the groups of workers repre- 
sented by the averages are far from homogeneous. In most cases, 
in other words, the earnings of the various age- and sex-groups, 

's In the cases of some of the separate industry-groups the estimates do not run 
back to 1890. This is especially true of many of the manufacturing subgroups. 
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and, in some cases, even of groups of varying degrees of skill are 
lumped together in a single average." 


Ill 


Obviously, the construction of these impressive arrays of esti- 
mated earnings, and their dependent series of index numbers is 
possible, if the results are to be taken seriously, only after the 
patient resolution of difficult problems of method. Into the de- 
tails of the author’s procedure space limitations do not permit me 
to go at all comprehensively. Some features of it, however, seem 
to call for comment. 

In general it must be said, I think, that Mr. Douglas has done a 
thoroughly competent job. He has obviously exercised the most 
painstaking care in working out his estimates. The materials 
available for his purpose were, in many cases, fragmentary, 
seriously defective. Often they showed yawning gaps in the 
record, the filling in of which required patient exploration, excava- 
tion of possible substitutes, their testing and possible rejection, 
followed by further statistical prospecting. .. . . It is clear that 
Douglas carried on through the three-millionth calculation with 
spirit and integrity. 

It is significant that neither an adequate index of living costs 
nor a satisfactory index of unemployment was ready to hand. 
The index of the cost of living published by the U.S. Bureau of 
Labor Statistics runs back only to 1914. Prior to 1914 the next 
best thing was the same Bureau’s index of the retail cost of food. 
It was not good enough. Data on the cost of clothing, housing, 

16 As implied above, the bulk of the data is set up in the form of annual estimates 
for each year of the 37-year period. There is, however, an important exception: the 
estimates of the average earnings of persons employed in manufacturing are reported 
monthly, as equivalent annual amounts for each month, from January, 1915, to 
December, 1926. These dollar amounts, together with corresponding relatives of 
money and real earnings, for all manufacturing industries combined, are given on 
pages 239-40. In Appendix C the equivalent annual dollar amounts for each month 
in the same period are given for each of the 12 major manufacturing industry- 
groups and from July, 1921, separately for wage-earners and clerical employees on 
the railroads. Similar monthly averages for each of 38 separate manufacturing 
industries were computed by the author but are not published. 
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fuel, light were therefore run down, patched up, polished off, 
weighted, interpolated, and spliced into food costs, re-polished, 
spliced at 1914 into the author’s revision of the post-war cost of 
living index, and set aside to cool until the indexes of money 
wages could be “‘dolled up” ready for deflation. 

These indexes, as noted, are of three main classes according as 
they are derived from the author’s estimates of average absolute 
dollar amounts of (1) hourly rates or earnings, (2) (full-time) 
weekly earnings, and (3) annual earnings of employed workers. 
Estimates of the first two classes rest primarily upon the pay-roll 
and trade-union-rate statistics of the U.S. Bureau of Labor 
Statistics. These official statistics have been carefully adjusted 
and pieced out into uniform series covering the period 1890-1926. 
The procedure here calls, I think, for naught but commenda- 
tion."? 

Far the most important of the three general classes of earnings 
for which Douglas works out estimates is that of “annual earnings 
of employed workers” to the consideration of which he devotes, 
in Part III, about one-third of his book. Moreover, since his esti- 
mates, in Part IV, of earnings after unemployment are obtained 
by deflation of the previously calculated ‘‘annual earnings of em- 
ployed workers” it follows that the major part of his analysis 
rests, directly or indirectly, upon the ‘average earnings of em- 
ployed workers.”’ 

This centrally important average is obtained by dividing the 
total amount paid in wages (by the employers in an individual 
industry, a group of industries, or a grand division of industry like 
manufacturing as a whole) during any given year by the average 
number of workers'* employed during the year. It is, therefore, 

‘7 For some of the industrial groups, however, basic short-time data on earnings, 
or from which earnings might be computed, were lacking and it was necessary to 
derive daily and weekly earnings from the estimates that had been made of annual 
earnings. This was done for coal miners, federal employees in the District of 
Columbia, postal employees, teachers, and ministers. These indirectly derived esti- 
mates, therefore, must reflect defects in the annual averages from which they are 
derived. 

*8 Computed by adding the aggregate numbers of work people on pay-rolls each 


month and dividing the total by 12. 
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an arithmetic mean computed by dividing wage-earners into 
wages. These two items, wage-earners and wages, are reported 
for census years, the frequency of which ranges from biennial to 
decennial recurrence, by the Bureau of the Census for manu- 
facturing, mining, public utilities, street railways, and clerical 
employees in manufacturing,”? and annually by the Interstate 
Commerce Commission for wage-earners and clerical labor on the 
railways. For postal employees and employees in the department 
service in Washington, D.C., similar statistics were available in 
the Official Register and the Annual Reports of the Postmaster 
General. For teachers, data on yearly salaries were taken from 
the reports of the U.S. Commissioner of Education. Data on 
salaries of ministers were found in the records of the Methodist 
and Congregational churches. Estimates for intercensal and other 
years not covered by the foregoing sources for the United States 
as a whole were for the most part made from such state statistics 
as were available. But the census-year quotient of amounts of 
wages divided by numbers of workers constitutes the decisive 
statistical term which fixes for certain years the absolute amounts 
of “average earnings of employed persons” and, with a lesser 
degree of exactness, for intervening years. Obviously, too, al- 
though the fluctuations in average earnings for the intercensal 
intervals are primarily determined by the fluctuations shown in 
the data used for interpolation, the long-run trends in earnings 
between 1890 and 1926 are determined by the relations subsisting 
between the absolute magnitudes of the averages for the census, 
or bench-mark, years. No less vitally, of course, are Douglas’ 
final estimates of earnings after unemployment (i.e., per capita, 
not of those on pay-roll, but of those attached to industry) de- 
pendent upon his central statistical quotient of wages divided by 
wage earners as well as upon the accuracy of his estimate of the 

'9In the case of clerical employees in manufacturing the data for number of 
employees is not the average number on the pay-roll during the year, but the number 
on pay-roll on December 15 of the census years. Douglas refers (p. 358) to this item 
as “the number of salaried employees” but in his table on the following page de- 
scribes the same figures as the “‘average number of salaried employees.” It is un- 
certain how representative of the year as a whole is the number on the pay-roll on 
the single date, December 15. 
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amount of unemployment.” The character of these two statistical 
terms—amount of wages divided by average number of wage- 
earners and the percentage of unemployment—and the strategic 
position they occupy in Douglas’ analysis make necessary a some- 
what detailed appraisal of them. 


IV 

The Bureau of the Census has never been willing since 1904” 
to take the apparently obvious step which Douglas has taken and 
divide its published “amount paid in wages’’ by its published 
“average number of wages-earners”’ to reach a figure for average 
earnings. In part this unwillingness was based upon the early, but 
later corrected, lack of uniformity in the methods of collecting 
the data; in part it was based upon defects that are, I think, still 
inherent in this average, in so far at least as it is proposed to use 
it, as does Douglas, as an indicator of amounts of earnings. 

The nature of these persistent defects may be understood by a 
consideration of an example used by Mr. Douglas. He assumes 
(p. 8) that the numbers on the pay-roll of a given factory on the 
15th of each month are as follows: 


Se 950 Eee ree 1,010 
February........ 950 a 
March a September......... 1,030 
PGR acsisicvce. CS October... 2... 1,030 
MN Sse ikkew acai 990 November......... I ,030 
MN a cine eames 1,000 December......... 1,030 


20 Douglas’ somewhat obscure interpretation of the meaning of this quotient of 
wages divided by wage-earners is indicated by his statement (p. 218) that it repre- 
sents “only the average earnings of employed wage-earners, or of wage-earners em- 
ployed at the same rate as those on the factory pay rolls” and that “this figure of 
Census average earnings can then be regarded as measuring the amounts which 
would be earned by the average worker who was employed for the average length of 
time put in by those whose names appeared on the payroll.” 

In the report of the Twelfth Census (1900), Manufacturers, Part I, pp. xcv- 
cxxii the Bureau actually made this division (as it did again and for the last time 
in the Manufactures Census of 1904) and presented the quotients as “‘average 
annual earnings.” They were accompanied, however, by an emphatic and adverse 
textual criticism to the effect ‘“‘that the attempt to obtain the average earnings from 
the census figures . . . . is a false use of them and is not justified under any circum- 


stances” (ibid., p. cxvii). 
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“The average [number of employees] for the year,’’ Douglas 
says, ““would then be 1,000” (the sum of the above numbers, 
divided by 12), and, “if the total amount paid out in wages during 
the year had been $1,200,000, the average annual earnings of the 
employed workers would be $1,200.”” So far, Douglas. Now, sup- 
pose that half of the workers, each of whom receives $100 per 
month, were laid off from October 1 to December 31 leaving 515 
workers on the pay-roll for the last 3 months, the wage bill would 
be $1,045,500 and average earnings $1,211.” Suppose again, that 
all of the workers are laid off for the last 3 months, the wage bill 
will be $891,000 and average earnings $1,217. From which the 
conclusion seems warranted that in the words of the official com- 
mentator in the report of the Thirteenth Census 

Such a calculated average, would not in any case show the average annual 
earnings of wage earners, since the average number of wage earners, from 
which it would have to be calculated does not represent the actual number 
of different persons engaged in manufacturing industries, but represents the 
number who would be required to perform the work accomplished if all 
were continuously employed.’”3 
It would seem then that the quotient which Douglas calls the 
“average earnings of employed workers” really means the “aver- 
age earnings of [equivalent fully] employed workers.” 

That this quotient can be depended upon accurately to reflect 
even these full-time amounts of average earnings I seriously 
question, although I am of the opinion that this “‘census average 
wage,” as I have designated it in another place,’> will serve as a 
tolerably reliable reflector of changes in average full-time earnings. 
The reasons for questioning the reliability of the census average 
wage as an indicator of amounts even of full-time average earnings 
relate to the effect of (1) labor turnover and absenteeism and (2) 

22 Since the average number of wage-earners would be obtained by dividing the 
sum of the numbers on the g pay-rolls, not by 9 but by 12. 

23 Thirteenth Census (1910), Manufacturers, Vol. VIII, p. 28. 

4 His statements on p. 218 (quoted sypra, p. 380, n. 20) seem to convey a different 
interpretation. 

2s See my “Earnings of Factory Workers,” chap. xiii, where I have stated in some 
detail the considerations which seem to me to warrant its use in this capacity. Dr. 
Douglas devotes his Appendix A (pp. 593-608) to a detailed criticism of my method 
of estimating the amounts of average earnings of manufacturing wage earners. 
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establishment practice in the matter of part-time and overtime 
employment upon (a) the computed average number of em- 
ployees, (6) the amount paid in wages, and, therefore, upon (c) the 
amount of “average annual earnings,’ which is the quotient of 
(6) divided by (a). 

(1) Dr. Douglas recognizes (p. 218) that the effect of labor 
turnover is unduly to increase the reported numbers on the pay- 
roll in successive pay periods and thus to produce an average 
wage quotient which is unduly low. This is obvious. What is less 
obvious, perhaps, is the fact that the amount of the distortion 
will increase with the length of the pay-roll period. An example 
will clarify this: Suppose a factory employing 100 men each 
month through the year and paying them $180,000 for the year’s 
work. If there is no turnover the number on the pay-roll each 
month will be the same, viz., too, and the average number of 
employees, of course, also 100 and the average earnings $1,800. 
Assume the turnover to be 1 per cent a week. If the pay-rolls 
are weekly the number on the pay-roll each month will be (not 
less than) 101 and, since with immediate substitution of new 
worker for quitter the wage bill is the same, apparent average 
annual earnings, therefore, $1,782; if the pay-rolls are semi- 
monthly, the number shown on the pay-roll each month will be 
(not less than) 102 and average earnings $1,764; if pay-rolls are 
monthly, the number on the pay-roll will be (not less than) 104 
and average earnings $1,731. If a turnover of 13 per cent a week 
be allowed the degree of shrinkage from true amounts of full- 
time earnings will be, if the pay-rolls are weekly, 1.5 per cent; 
if semi-monthly, 3.0 per cent; if monthly, 6 per cent. These per- 
centages would seem roughly to measure the degree and direction 
in which Dr. Douglas’ dollar estimates require correction because 
of the distortion produced by labor turnover. 

Absenteeism on the part of employees produces a similar 
effect. In this case, however, the shrinkage would not appear to 
vary with the pay-roll period. Absenteeism reduces the amount 
paid in wages without reducing the number of names on the pay- 
roll. If absenteeism runs at 5 per cent, but there is no turnover, 


26 $180,000+ 101. 
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the apparent average earnings would be $171,000+100 or 
$1,710—a 5 per cent shrinkage. 

While Douglas’ estimates of earnings of employed workers are 
thus net, after reductions caused by turnover and absenteeism, 
they are subject to qualification only in respect to the shrinkage 
due to turnover. Absenteeism is time lost and not, as a rule, paid 
for. The earnings foregone because of it, therefore, are properly 
squeezed out in getting an estimate of the actual, as distinguished 
from the full-time, earnings of employed workers. But the reduc- 
tion resulting from the use as divisor of an artificially expanded 
figure representing the number of wage-earners does not reflect 
any time lost and has the effect, therefore, of causing an unduly 
large shrinkage in the estimates of earnings of employed workers. 

(2) The effect of establishment practice in respect of part-time 
and overtime employment is, theoretically at least, more capri- 
cious. What will happen depends upon the policy followed by 
individual employers. In so far as they meet the necessity for cur- 
tailment by laying off completely a part of their personnel and 
the necessity for expansion by the hiring of new men the result 
will be that the number shown on the pay-roll will rise or fall in 
close proportion to the increase or decrease in the pay-roll and the 
quotient of the two will be free from shrinkage. In so far, how- 
ever, as employers meet depression by resorting to part-time work 
for all employees and provide for expansion by working the old 
staff overtime the wage bill will be raised or lowered without any 
corresponding change in the number of workers on the pay-roll 
with the result that the apparent ‘“‘average earnings” will be en- 
larged in time of prosperity and reduced in time of depression, and 
in each case to a degree roughly proportionate to the extent of the 
overtime or part-time. 

In so far, then, as employers resort to part-time and overtime 
employment of the staffs already at work the quotients assumed 
to represent average earnings will be distorted up or down.” If 
the net excess of part-time over overtime is 5 per cent the results 

27 This distortion moreover will be a proper correction in the process of arriving 


at an estimate of actual earnings of employed persons. Whether or not this entirely 
appropriate correction is made evidently will depend upon whether in any particular 
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shown will be 5 per cent below the true figures for average earn- 
ings. Indeed, this factor may appreciably affect the use of the 
quotient of wages divided by wage earners to show even changes 
in earnings, especially if it can be shown that employers in recent 
years have shifted somewhat generally from the practice of lay- 
off and new hiring to that of part-time and overtime work.” 

Dr. Douglas evidently fails to realize the anomalous character 
of the statistical term which he describes as “average earnings of 
employed workers.” It would appear from the foregoing analysis 
that, because of labor turnover, it is too low by from 13 per cent 
to 6 per cent to reflect the actual earnings of such workers and, 
to the extent that (1) employees are absent because of sickness, 
etc., and (2) employers resort to part-time and overtime instead 
of lay-off and new hirings, it deviates by an indeterminate per- 
centage from full-time earnings, the sign, or direction, of the devia- 
tions depending upon whether part-time, including time lost by 
absenteeism, exceeds overtime, or the reverse. Douglas recog- 
nizes that the “census average”’ has had sliced out of it the earn- 
ings lost because of “lost time within employment” (part-time) 
and absenteeism not paid for.?? Such items are properly sliced 
out. However, labor turnover, in its measure, reduces the average 
still further and such deduction, as I have pointed out, is illegiti- 
mate because it does not reflect any sort of reduction in earnings 
“within employment.’’° 

It has been remarked above that the “census average’’ theo- 
retically measures the earnings per capita, after reduction for time 
case the employer resorts to part-time and overtime or to lay-offs and new hirings. 
If he resorts to the latter expedients there will result lost time in the shape of unem- 
ployment instead of lost time in the shape of under-employment. Only the latter 
is accounted for in Douglas’ estimates for employed workers. 

8 This possibility, of course, makes questionable the validity of the use to which 
both Douglas and I have put the census average wage by making it serve as an 
index of changes in full-time earnings. Brissenden, Earnings of Factory Workers, 
p. 276. I have not relied upon it, however, as has Douglas, as a basis for estimating 
amounts of average earnings. 

29 Douglas, p. 604. 

3 See Douglas’ discriminating discussion on pp. 9-10 where he seems to recognize 
this. Later, however, when he compares our results it appears to escape him 
(Douglas, pp. 604-5). 
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lost, of the average employee who is on the pay-roll the year 
round. If most factories closed down entirely for several months 
each year this average, because of the method used to compute 
the average number of employees, would in reality report full- 
time annual earnings. Most factories, however, do not do this, 
except when trade is depressed, when the practice becomes some- 
what general. The typical situation is one in which there is per- 
sistent turnover, continual absenteeism, and recurrent resort to 
part-time, usually in excess of overtime. These factors may, in- 
deed, so far reduce the size of the “census average’”’ as to bring it 
below actual earnings per capita. This is especially likely to be 
true when turnover is heavy. 





Vv 
The peculiarly slippery and anomalous character of the sta- 
tistical material from which Douglas’ results are chiefly derived 
may be made more evident by postulating certain circumstances 
of employment by way of illustration. If it be assumed that the 
typical worker is in the relation of employee to some firm, or 
firms, during 11 months of each year at a full-time rate of wages 
which would be equivalent to $200 a month but that even while 
in the relation of employee, he loses in one way or another one- 
tenth of his time, then (1) his (hypothetical) full-time annual 
earnings would be $2,400 (2) his actual earnings, as (a presum- 
ably fully) “employed worker,” $2,160; and (3) his earnings as a 
person “‘attached to industry”’ but not always working in it, and 
3* These considerations are relevant to Dr. Douglas’ visualization (p. 604) of a 
paradox in the fact that my estimates of actual earnings are in most years higher 
than the census average. It is perhaps not without significance that in 1914 and 
1921, when turnover was uncommonly low, the “census average” exceeded my 

average of actual earnings. 
: 3 T.e., $2,400—$240, it being implicit in Douglas’ figures, because of the census 
method of figuring the average number of employees, that the employed worker is 
employed in the sense of being in the relation of employee to some employer, though 
} not necessarily drawing pay, continuously throughout the year. But it must be 
remembered that Douglas’ average earnings of employed workers, because of turn- 
over and because some employers resort to part-time and overtime work instead 
of relying on (indefinite) lay-off and new hiring, are sums which fall below nominal 
full-time earnings to very appreciable, and from year to year not very constant, 


degrees. 
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even when working in it not always fully employed, $1,980. But 
the Census Bureau, whose data Douglas uses, assembles its raw 
data from employers who pay out wages, not from employees who 
receive them. Let us regard the problem from the position of the 
employer who pays the wage bill. Suppose one who is neither 
expanding or curtailing operations and keeps the average number 
of employees at exactly 100 by the prompt hiring each morning of 
exactly the number of men who may have left the previous even- 
ing. Suppose further each employee to be in his employ for just 
11 months and that each employee loses during his 11 months 
odds and ends of time aggregating one month, that is, because of 
sickness, vacation without pay, etc., he draws pay for just ten 
months of the time he is on the pay-roll. Suppose the wages of 
each employee are at the rate of $200 a month. Then suppose 
finally the plant is never closed down. Then when this employer 
is gathered in by the Census of Manufacturers, his report will 
stand: 


A, Amount paid in wages.................. $220, 0003 
B, Average number of wage earners......... 100 


The aggregates obtained by adding to item A similar items from 
other establishments and the aggregates (of averages) similarly 
built up from B items are the published census items shown in 
various classes of aggregates—i.e., by region, by industry, etc. 
Douglas divides A by B, gets $2,200, and describes this sum as 
“average earnings of employed workers.’’ A more accurate de- 
scription would be “average earnings per equivalent full-year 
worker,” the equivalent full-year worker being made up in the 
case supposed of 1 man in service 11 months (11/12 of a full-year 
worker) and 1 man in service 1 month (1/12 ofa full-year worker), 
and the term average earnings being the per capita average to 

33 T.e., $2,400—$200=$2,200. In my Earnings of Factory Workers I have applied 
the phrase ‘‘actual earnings” to this third category instead of to the second as does 
Douglas. In other words, I have considered the phrase ‘‘actual earnings” properly 
applicable only to sums which have been discounted for both sources from which 
the worker actually does suffer losses in earnings, viz.: under-employment and 
unemployment. 

34 Since he has 100 employees throughout each of the 12 months and since each 
equivalent full-year worker loses 1/12 of a year’s pay. 
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which nominal full-time earnings are reduced after subtraction of 
pay foregone on account of time lost while on the pay-roll. The 
$2,200 then is actual earnings per “equivalent full-year worker,”’ 
the latter being a metaphysical hybrid made up of one flesh and 
blood man working 11 months and his flesh and blood successor 
working 1 month. The full-time earnings per equivalent full-year 
worker are, of course, $2,400. No single worker in the case sup- 


posed earns as much as $2,400; no single worker earns even 
$2,200, only the ‘“‘equivalent full-year worker” reaches this mark. 
To arrive at an estimate of what the flesh and blood worker gets 
it is necessary to take account of the fact stated in the supposed 
case that each employee was an employee only 11 months. If 
then we multiply $2,200 by 11/12, we get $1,833 as the actual 
earnings of each worker in the plant.*> So Douglas properly multi- 
plies his average earnings of employed workers by calculated un- 
employment percentages to get estimates of the actual earnings 
per capita, not of employed persons only, hypothetical full-year 
workers, but of all the flesh and blood workers attached to indus- 
try. 

From the foregoing analysis it would appear that Douglas’ esti- 
mates of earnings of employed workers are, as he himself inter- 
prets them, realistic in taking account of under-employment; un- 
realistic only to the extent that workers attached to industry find 
themselves out of the relation of employment. And with this com- 
ment the matter might well be dropped if (1) pay-roll records were 
not padded as a result of turnover, (2) there were never need, as 
there often is, to resort to operation on an overtime or, what is 
more serious in this connection, a part-time basis, and (3) there 
were never any necessity of closing down the plant. But pay-rolls 
are always more or less padded, there is frequent resort to over- 
time and more frequent resort to part-time and plants do close 
down. Take first this last necessity. In the case of the hypo- 
thetical plant situation, what will be the statistical result if it is 

3s Of course, some of the workers may work for other employers during all or part 
of the month they are not employed in the establishment considered. This extra 
employment would, of course, increase their actual earnings. But the figures on 
unemployment make it clear that there is always with us a net surplus of workers 
who have no employment. 














388 THE JOURNAL OF BUSINESS 


closed down one month? In this situation the hypothetical full- 
time pay of the worker drawing pay for all the time employed and 
employed all the time the plant is running would be $2,200; the 
semi-hypothetical pay of the worker employed all the time the 
plant was running but losing 1 month of the time employed, 
$2,000; and the not at all hypothetical pay of the worker em- 
ploved all but one of the 11 months the plant operated and losing 
besides an aggregate of 1 month’s time due to sickness, $1,800. 

But these are not the results Douglas gets out of situations like 
this, from the census figures. If the Census Office published sep- 
arately the report received from a plant which operated 11 months 
and each of whose employees lost 1 month, net, in under-employ- 
ment, it would show, if by prompt substitutions it kept 100 on the 
pay-roll through the 11 months: 


Amount paid in wages @ $200.............. $200,000%6 
Average number of wage-earners........... g1 337 
Average earnings per employed worker...... $ 2,182 


The result is then to give average earnings in amounts approxi- 
mating what would be actually earned, after allowing for under- 
employment, if the plant operated throughout the year. If it were 
closed down 6 months of the year and each employee lost 1 month 
in under-employment, the “average earnings” would be $2,000, 
since the wage bill then would be $100,000 and the average num- 
ber of employees 50. Thus, closed-down plants result, when their 
census data are used, in inflated estimates of earnings, a result of 
which is just the opposite of that produced by pay-roll padding 
and part-time operation which, as has been shown, make earnings 
estimates fictitiously small. 
VI 

Criticism of the census average must, however, go deeper. 
Fundamentally, the difficulty with it is that it reflects* lost time 

36 Eleven months at $20,000 a month = $220,000 less $20,000 discount for under- 
employment. 

37 One hundred persons each month for 11 months= 1,100 which, divided by 12= 
gr. 

38 Subject always to undue shrinkage in its amount on account of pay-roll padding 
resultant upon labor turnover. 
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in the plants, or industries, which make a practice of resorting to 
the part-time employment of their staffs but fails to reflect it at 
all in the plants, or industries, which habitually lay off men 
rather than put them on part-time. The time lost in the first type 
of plant is conventionally called under-employment; that lost in 
the second type of plant is described as unemployment. They 
also are unemployed who only serve part-time.” To the worker 
the time he loses by being on a three-day week for six months 
(with proportionate loss of pay) produces just as great a dent in 
his labor income as is made in it when he is totally unemployed 
for 3 months and fully employed for a like period.” The census 
average used by Douglas accounts for one but not the other. It 
is true that Douglas recognizes this partiality of the census aver- 
age to under-employment lost time at the cost of recognition of 
unemployment lost time. So far as manufacturing as a whole and 
two or three other large and heterogeneous labor classifications 
are concerned, he endeavors to remedy this statistical left- 
handedness. But apart from the merits of his remedy, even for 
these large groups, his treatment leaves us with an array of esti- 
mates for close onto half a hundred industrial groups—one set* 
of time series for each group—some of which are deflated for lost 
time with tolerable completeness, some of which are only partially 
so deflated. Those industries wherein most of the lost time is lost 
on the job (under-employment) are, in the measure that this type 
of lost time is dominant, adequately deflated. Those industries 
wherein most of the time lost is lost off the job (unemployment) 
are, in the measure that this other type of lost time is dominant, 
inadequately deflated. Taking, for illustration, the 39 sets of 
series in the manufacturing field, each set supposedly measures 
the same thing: “the average earnings of employed workers”’ in 
the particular industry which it represents. But the nature of the 
figures to which Douglas’ phrase is uniformly applied is not uni- 

39 Absenteeism, likely to mark both types of concerns, is reflected, of course, in 
the (lowered) census average. 

# This latter situation is, of course, psychologically worse, because of the more 
acute uncertainty about future employment. 


4* The typical “set” i.e. includes (i) absolute dollars of money earnings, (2) 


index numbers of money earnings, (3) index numbers of real wages. 4 
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formly the same from industry-series to industry-series. In an 
industry wherein the prevailing fashion is to avoid resort to lay-off 
and new hiring by reliance on part-time and overtime, the census 
average which Douglas uses is seen to take account, in the degree 
that lay-off and hiring are eliminated, of all or almost all of the 
time lost and hence measures earnings actually received. In an 
industry wherein, on the other havid, the general custom is to 
resort to lay-off and new hiring, instead of to part-time and over- 
time, the figure representing the average earnings of the ‘“‘em- 
ployed” worker tends, in the measure that absenteeism is neg- 
ligible, to approximate full-time earnings.” Obviously in this cate- 
gory also must be put the plants which are shut down one month 
or more in the year, such shut-down constituting as it does a lay- 
off of the whole force. If this interpretation is correct, then, 
Douglas’ averages of annual earnings of ““employed workers’ tend 
for some industries, and for some periods,* to be averages of full- 
time earnings without more than partial allowance for lost time, 
because this lost time is, in major part, unemployment, and for 
other industries and time periods to be averages of earnings of 
those attached to the industry, i.e., with approximately complete 
allowance for lost time, because this lost time is, in major part, 
unemployment. The label “earnings of employed workers,” then, 
is applied indiscriminately to averages which, according to the 
circumstances, actually represent (1) full-time earnings, where 
there is a minimum of both under-employment and unemploy- 
ment, (2) gradually diminishing proportions of full-time earnings 
as the proportion of lost time due to under-employment increases, 
or (3) actual earnings per capita of those “‘attached’’ where there 
is a minimum of under-employment, chiefly due to absenteeism, 
and a maximum of unemployment. 

So far as any separate report on the 39 industrial manufacturing 

42 Tt will fall short of full-time earnings by the margin of shrinkage in its amount 
caused by absenteeism and turnover. 

43 In the degree that in any given plant or industry the prevalent style changes 
from the lay-off to the part-time method. It seems now to be more generally 
recognized among business men than it used to be that when retrenchment is nec- 
essary, it is better to divide the reduced aggregate of working hours among the whole 
staff than to lay off a part of it entirely. 
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industries is concerned this is the end of Dr. Douglas’ analysis. 
Indeed it can scarcely be said that it goes farther even in respect 
to the 39 groups taken as a whole since his ““unemployment” index 
is so very general in its scope that he does not feel warranted in 
applying it more narrowly than to manufacturing combined with 
transportation. For this somewhat heterogeneous super-group I 
think it is fair to say that Douglas’ correction for unemployment 
does finally cancel out the lost time not previously eliminated in 
respect to plants in classes 1 and 2 in the preceding paragraphs 
and put them on an even footing with class 3, so that in his ulti- 
mate reckoning there does emerge for manufacturing and trans- 
portation” as a combined whole, an estimate of average actual 
earnings per capita of those attached to industry. 

I see no way of escape from these difficulties apart from definite 
abandonment of the “‘census average’’ as a means of measuring 
absolute amounts of average earnings.** An alternate procedure, 
which seems to me to lead to results less anomalous, would be to 
(1) estimate full-time earnings for one or more bench-mark points 
in time, (2) scale these amounts up and down along a curve con- 
structed of index numbers made from the “‘census average,” (3) 
estimate for separate industry groups the total percentage of lost 
time, including both under-employment and unemployment, and 
(4) apply this percentage to the estimates of hypothetical full- 
time earnings. It must be said, I think, that in the present state 
of the statistical record of wages and employment, no formula for 
estimating average earnings, however ingeniously devised and 
however laboriously applied, can possibly produce results that are 
free from wide margins of error. It would seem that pending this 
much needed improvement of the raw statistical data from which 
we must work, all our efforts in this direction must be admitted to 
be premature. Before they can be otherwise, factory records must 
be improved and made more uniform and census methods of col- 
lection and tabulation must be revised with an eye to serviceabil- 

44 Also for two or three other large groups, such as mining and the building trades. 


4s The defects which make it of such dubious worth in measuring absolute 
amounts do not seem to me appreciably to disqualify it as a reflector of changes in 
average earnings. My reasons for this cannot be gone into here. See my Earnings 
of Factory Workers, pp. 269-86. 
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ity as points of departure for more accurate estimates of per 
capita earnings. 

Douglas deflates his average earnings of employed workers by 
multiplying them by estimated percentages of unemployment. In 
the construction of the unemployment indexes he follows in gen- 
eral Hornell Hart’s method” of subtracting reported numbers on 
pay-rolls from the estimated labor supply. In years of good busi- 
ness when this procedure results in negative percentages of un- 
employment, these are arbitrarily, and, I think, sensibly, cor- 
rected upward on the assumption, freely deducted from the Mas- 
sachusetts data on unemployment of trade unionists, that “even 
during the busiest periods” there is not less than 3 per cent of un- 
employment.‘ 

By this method Douglas constructs separate indexes of unem- 
ployment for (1) the manual workers in manufacturing and trans- 
portation combined, (2) the building industry, and (3) coal min- 
ing. He finally combines these three indexes into a general index 
of unemployment for manual workers in manufacturing, trans- 
portation, coal mining, and construction (p. 460). He wisely 
avoids making any application en bloc of this general index to his 
previously constructed estimates of earnings of employed workers 
in all industries or even to such estimates of earnings in these four 
groups as a whole.* So far as his estimation of average earnings of 
persons attached to industry is concerned this general index of un- 
employment is put to only one specific use and that is in the 
calculation of the actual earnings of unskilled laborers. Apart 

4 See Hart, Fluctuations in Employment in Cities of U.S., 1902-1917 (pamphlet), 
“Studies from the Helen S. Trounstine Foundation,” Vol. I, No. 2 (Cincinnati, 
1918). 

47I take this to be the meaning of the author’s somewhat obscure statement 
that “‘. . . . it seems probable that, even during the busiest periods, at least 3 per 
cent of those seeking work are unemployed at any one time” (p. 442). No more 
transparent is his statement (p. 424) that ‘‘the best method of computing the amount 
of unemployment is that of taking a census of all those actually seeking work and 
then determining who were employed and who were not.” 

4 This he cannot legitimately do because as he points out (p. 461) his previous 
estimates of earnings for coal miners are net after unemployment, while the cor- 
responding estimates for the building trades workers are full-time without the deduc- 
tion (made for most of his industrial categories) for time lost within employment. 
The latter estimates, in other words are gross, before deductions, for either under- 


employment or unemployment. 








WAGE STATISTICS AND REAL WAGES 393 


from this the general index of unemployment for all industries is 
put to no further use in his analysis than to show the volume of 
unemployment in the great groups of industries. It seems to me 
that this purpose alone easily justifies its construction. It must 
be understood, however, that it shows only the time lost through 
unemployment and reflects none of time lost through under- 
employment. This limitation, of course, also characterizes each 
of the three separate unemployment indexes of which this general 
index is constituted.” 

The application of the general index to estimates of earnings of 
unemployed workers being inadmissible, Douglas contents him- 
self with the separate application of the three unemployment 
indexes which make up the general index, to the series of esti- 
mates of earnings to which they are respectively appropriate. The 
unemployment index for manufacturing and transportation is ap- 
plied to the estimated average earnings for manufacturing and 
transportation which already have been incompletely and some- 
what left-handedly discounted for under-employment but which 
have not been discounted for unemployment; the index for the 
building industry is applied to the earnings estimates for that 


industry—estimates which had not been previously discounted 
for either under-employment or unemployment. Since estimates 
of the earnings of coal miners were already net, after unemploy- 
ment,® a weighted average is built of (1) average earnings of 


4 This important fact accounts, I think, for most of the margin of difference 
between Douglas’ index of unemployment for manufacturing and transportation 
combined, and my index for manufacturing, inasmuch as my index takes account 
of all lost time whether due to unemployment or under-employment (see p. 603). 
My own index was obtained by taking the mean of two series, A and B, each inde- 
pendently constructed. The nature of the methods used in building index A was 
such as to warrant belief that it exaggerated the amount of unemployment, while the 
materials and methods for index B seemed logically calculated to produce under- 
estimates of the amounts of unemployment. I therefore averaged the two; not 
without realization of some liability to error but with the conviction that the result 
gave tolerably close approximation to the total amount of time lost. I did not follow 
this method, as Douglas suggests (pp. 600-601), because of any belief “that merely 
averaging them thereby cancels the errors of both and leaves the correct result.” I 
have detailed the procedure in Earnings of Factory Workers, pp. 328-36. 

s “The average annual earnings of the miners . . . . do already . . . . include an 
allowance by unemployment. To deflate them in a still further deduction for un- 
employment would therefore be wrong.” P. 461. Whether these average annual 
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those attached to manufacturing and transportation (p. 463) and 
(2) “average annual earnings” of [those attached to] coal mining 
(Table 147 following p. 392), the weighting being not by weights 
fixed throughout the period but on the basis of the numbers em- 
ployed in these industries in each year from 1890 to 1926; finally, 
(3) the index of unemployment for manufacturing, transport, 
building, and coal mining (which I have called his “general 
index’’) is applied to the average yearly earnings of unskilled 
laborers, which are full-time earnings not discounted for either 
under-employment or unemployment.™ 

The results of these operations are estimates of (1) the actual 
annual earnings, per capita of those attached to the industries, of 
manual workers in manufacturing and transport, (2) the annual 
earnings, per capita of those attached but without discount for 
under-employment, for wage-earners in the building trades, (3) 
the annual earnings of coal miners, per capita of those attached 
and probably with discount for under-employment, (4) the average 
annual earnings of unskilled laborers,” per capita of those at- 
tached to manufacturing, transport, coal mining, and construc- 
tion, but without discount for under-employment, and (5) the 

































earnings of miners also include a deduction for under-employment is uncertain. I 
think, however, that that “deduction for unemployment” is more than that and in 







reality includes under-employment as well. 

For the years from 1890 to 1901 inclusive the average earnings of those attached 
to coal mining are based entirely upon data from bituminous coal mines since the 
statistics for anthracite run back only through 1902. This hook-up of a series cover- 
ing bituminous mines only, to one which from 1902 forward covers both branches of 
the coal industry seems questionable, especially in view of the fact that for the later 










period the separate series are as wide apart as they are shown to be (p. 354). Inci- 


dentally the figures for 1900 and 1901 in this series are reported as $438 and $465 
in Table 130 while in Table 147 they are $419 and $454. 







st I think there is good reason for questioning this procedure. It assumes that the 
incidence of unemployment falls equally upon the trained and the untrained and, 
therefore, that the unemployment ratios for all manual workers (including skilled 
and unskilled workers) can be safely used in deflating the full-time earnings of un- 
skilled laborers. The results are subject to further qualification because of the im- 
possibility of making a discount for part-time. Douglas recognizes these difficulties 
and admits that the averages, therefore, ‘‘are somewhat too high.” It seems to me 












probable that they are much too high. 





5s? This category obviously overlaps upon each of the first three. 
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average annual earnings of manual workers in manufacturing, 
transport, and coal mining, per capita of those attached to these 
three industries. 

The most serious difficulty with Douglas’ unemployment index, 
then, is that it does not provide him with the means to discount 
his estimates for employed workers except in a few large cate- 
gories, which, though comprehensive, omit entirely several im- 
portant groups of gainfully employed workers. It is perhaps not 
serious that he cannot give us any clue to the extent to which un- 


employment affects the earnings of teachers, ministers, clerical 


workers, and the employees of public utilities, inasmuch as the 
blight of unemployment falls much less heavily on these groups 
than it does upon those for whom he gives us information. Prob- 
ably the blight is negligible for teachers and ministers, possibly 
even for employees of public utilities and of the Federal Govern- 
ment. It may be more serious than is commonly supposed for 
clerical employees, except, perhaps, those in the public service or 
in the employ of the public utilities. It is very serious certainly 
for farm laborers. 

But one cannot justly criticize Dr. Douglas for the absence of 
such adjustments for particular industries. The materials for 
them simply do not exist in the United States and I am certain 
that anyone else who might have had the courage to undertake the 
job which Douglas has carried through with such spirit and with 
so high a measure of success would have been forced to pass up as 
hopeless the effort separately to discount earnings for unemploy- 
ment in the groups just mentioned. As I have suggested, in some 
of these groups, the matter is unimportant since the discount 
would be nearly if not quite negligible. 

But even in the case of the grand divisions of industry for 
which unemployment discounts are applied to earnings Douglas 
has no means for measuring the incidence of it upon earnings in 
particular industries. With painstaking ingenuity he has built up 
for each year from 1890 to 1926, estimates of the “average annual 
earnings of employed [manual] workers” in 39 separate manu- 
facturing industries and for clerical employees in manufacturing 
plants, for manual workers on steam railroads, for clerical em- 
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ployees on steam railroads, and wage-earners on street railways, 
not less than 43 separate divisions, representing 41 industries, to 
mention only the classification break-down of manufacturing and 
transportation. Given this impressive and detailed statistical pre- 
sentment of the earnings of the somewhat unreal entity described 
as the “average [fully] employed worker’’ it would seem im- 
portant to follow through, if at all possible, to an analogous array 
of estimates of earnings of the much less unreal entity described 
as the “average worker attached to industry.”’ But, for all manu- 
facturing and transportation, we are furnished with just one 
series of estimates: the average annual earnings of the manual 
workers attached to manufacturing and transportation. This 
disappointing truncation of the analysis at its culmination is 
doubtless unavoidable. It certainly cannot be avoided if one 
must rely, as Douglas does, upon an unemployment index based 
upon the margin between the number employed and the number 
of persons in the labor supply. It is sufficiently difficult to dis- 
criminate between the supply of building trades labor on the one 
hand and manufacturing labor on the other, without splitting the 
manufacturing labor supply 40 different ways. The necessity of 
this final compression, however, does not lessen the seriousness 
of it. 

Vil 
Although I believe that the results Douglas arrives at must be 
weighed in the light of the foregoing commentary, I do not think 
his conclusions are seriously affected. That his estimates of 
amounts of earnings are subject to a margin of error no greater 
than 5 per cent I do not believe, although there seems no reason 
to doubt that his estimates of changes in earnings probably are 
33 Fully employed in the sense of being continuously on some pay-roll, without 
necessarily drawing pay continuously on that pay-roll. 

4 Douglas did not have available the results of the 1930 census of unemployment. 
Indeed they are not even yet fully compiled. These statistics may furnish the basis 
for individual-industry, bench-mark estimates of the absolute amount of unemploy- 
ment, at April, 1930, from which corresponding amounts at earlier and /afer points 
in time may be derived by use of statistics showing the trend of employment. This 
will be more feasible, naturally, if we can rely for bench-mark check-ups upon un- 
employment censuses at each subsequent decennial census. 
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accurate within that margin. In general I incline to the opinion 
that the reported amounts are too low, possibly by as much as 10 
per cent on the average, and that reported percentages of change 
are possibly too low by a much smaller margin. Any such under- 
estimate of percentage changes in earnings may be explained, I 
think, by the growing tendency to resort to part-time employment 
rather than lay-off. 

The foregoing observations do not, I think, seriously undermine 
the value of the results of Douglas’ analysis, to which I now turn. 
What are the salient items among Douglas’ results? First as to 
amounts of earnings:* For all the industries covered in his study 
he finds the average annual earnings of ‘““employed”’ workers to be 
$1,376 for 1926. For 1890 the figure is $438. The worst-paid of 
the groups covered in these averages, both at the beginning and 
the end of the period was farm labor with $233 per “employed 
worker” in 1890 and $593 per “employed worker” in 1926. Near 
the top, first and last, were clerical, postal, and other government 
employees. Postal employees averaged $2,128, and clerical em- 
ployees in factories and on railroads, $2,310 annually in 1926.% 
The table (p. 398) summarizes Douglas’ results, so far as 
amounts of earnings are concerned. 

It is to be noted that for five categories estimates of amounts of 
earnings are given explicitly on the basis of the number of work- 
ers attached to industry. These estimates constitute the nearest 
approach to estimates of earnings actually received per capita, 
since they take account of unemployment, to the hazard of which 
most industrial workers are exposed. The most inclusive estimate, 
one which includes the major part of our manual workers, is that 
of $1,304 per year as the average earnings in 1926 of manual work- 
ers in manufacturing, transportation, and coal mining. Without 
coal mining, where earnings are relatively low, the figure becomes 
$1,363. The other three estimates based on number of workers 
“attached,” and so explicitly taking account of unemployment, 

ss No attempt is made here to summarize Douglas’ results so far as they relate 
to amounts of hourly or full-time weekly earnings. 

s6 The table shows even higher average earnings for workers in the building 
trades and this even though the calculation is on the basis of the number of workers 
attached to the industry. 
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are those for coal miners, the building trades workers, and un- 
skilled labor for which, indeed, no other annual estimates are 
given. The series for unskilled labor and the building trades are of 


TABLE I 
AVERAGE AMOUNTS OF ANNUAL MONEY EARNINGS IN 1890 AND 1926 


EARNINGS PER WORKER 


AT ) TO THE 
WoRKER ATTACHEL TH 


|E ARNINGS PER EMPLOYED 
InpustrRY Group | INDUSTRY 
_| 1890 1920 1590 | 1920 
All industries is. 438 $1, 376 
All industries, exclusive of farming 486 1,473 | 
Manufacturing, transportation, and| 
coal mining* | 434 I, 304 
Manufacturing and transportation* 459 | 1,363 
Manufacturing* 4307 1,300f 
Building trades | 5088 | 2,417§ 
Unskilled labor | 3078 1,09058 


Electric workers, manufacturing, and 


street railways } 848 2,310 | 
Steam railways wage earners 560 1,013 | 
Street railways wage earners 557 1,566 | 
Telephone 408 ¢ 1,117 | (408) © | (1,117) 
Telegraph 544 1,215 (544) |(1,215) 
Gas and electricity 687 1,477. | (687) {(1,477) 
Coal miners ae6 “* z,a33 ** 
Postal employees 878 2,128 (878) (2,128) 
Government employ ees, executive de-| | 

partments 1,096|| | 1,809 {(1,096)|| | (1,809) 
Teachers 256 1,277. | (256) |(1,277) 
Ministers } 704 1,826 | (704) |(1,826) 
Farm labor 233 | 5903 | 
Clerical workers (manufacturing and } 

railway) 848 2,310 | 


* Manual workers only. 

+ Manual workers only. The range among the 39 industries separately reported is from $266 for 
lumber and timber workers to $667 for marble and stone workers. 

t Manual workers only. The range among the 39 industries separately reported is from $714 for 
workers in the shirt industry to $1,914 in the newspaper and periodical branch of the printing industry 

§ No discount for part-time employment. 

1592 

" 1902. 

** Included by Douglas in Table 147, which reports “average annual earnings of employed work- 


ers.” (Facing p. 392. 
uncertain value since in their calculation no account has been 
taken of time lost on the job; the figures are, therefore, too high 
by margins that may be quite wide. 

Although the series whose first and last items are given in 
Table I are estimates of earnings per employed worker, they may, 
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in some instances, be taken as closely reflective of earnings actu- 
ally received per “worker attached.’ This is the case, probably, 
for postal and other government employees, teachers, ministers, 
telephone, telegraph, and gas and electric plant empioyees since, 
in these groups there is relatively little, possibly a negligible 
amount of, unemployment. Although Douglas does not explicitly 
suggest that his results for these industries may be taken as 
reasonably close approximations to amounts of earnings actually 
received per worker attached, I think the conclusion warranted 
and have, therefore, given them parenthetical status in the second 
section of Table I. 

Apart from the subdivision of manufacturing industries into 39 
individual industries and a three-fold break-down of these 39 
industries to show the relation between amounts of and changes in 
earnings in producers’ goods industries, consumers’ goods indus- 
tries, and intermediate industries, Douglas makes no attempt at 
further classification. As was stated above, he has worked out 
no state or regional differences, no difference resultant on varia- 
tions in the sex, age, or skill of workers, except in so far as such 
an adventitious condition as absence of women from a particular 
industry might make the average more homogeneous so far as the 
sex factor is concerned. No clue is given as to what plant-to- 
plant and, more importantly, what worker-to-worker range of 
variation in earnings is concealed in the averages reported. 

Dollar amounts of average earnings are not good mirrors of 
changes in earnings. To reflect the material progress made by the 
working class during the period covered Douglas properly trans- 
lates dollars into relative and index numbers. For the present pur- 
pose the indexes of real rather than of money earnings will be 
used. They show that the purchasing power of the wages of the 
17,000,000 workers covered was increased by 35 per cent between 
the nineties and 1926. As to manufacturing Douglas remarks that 
“while there was by no means any uniformity in the relative 
gains made by the 39 separate manufacturing industries, the 
deviations from the general average were not excessive. “The 
money and real earnings of those employed in the industries pro- 


57 P. 584. The gain for manufacturing as a whole was 29 per cent. 
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ducing capital goods,” he shows, “fluctuated, more violently 
than ... . [was the case with] those employed in the industries 
producing consumers’ goods.’’* The gains in real wages made by 
other groups between the nineties and 1926 were as follows: 
transportation workers, 21 per cent; bituminous coal miners, 52 
per cent; clerical and salaried workers in factories and on the rail- 
roads, 3 per cent; teachers, 86 per cent.” But not all groups 
gained. The most serious losses were suffered by federal em- 
ployees in Washington, D.C., the purchasing power of whose per 
capita earnings declined 30 per cent between the nineties and 
1926. The real earnings of ministers declined 2 per cent, on the 
average, during the same period.® 

In terms of the average yearly improvement in real earnings 
per capita for the 27 years from 1900 to 1926 as compared with 
real earnings in the nineties, the following changes are recorded: 


Gains: 
RS cary ee arn ais cele ne Sie 37 
Bituminous coal miners................ 33 
0 EER ere er ae ere II 
eee 7 
Steam railway workers............. ee. 
Street ratlway WOGkeTS . ... 25.6.6 ce ess 3 
Telephone employees................-. I 


No change: 
Telegraph employees 
8 P. 585. 
89 Partly accounted for by an increase of about 25 per cent in the length of the 
school year between 1890 and 1926. 

© P, 586. 

& The analogous percentages of change for each of 10 major subdivisions of 
manufacturing industry are given by Douglas (in Appendix H) as follows: 


Gains: on 
TOI. Sone cre datanbe® . 61 
Lumber...... Shae mee ee aaa roe ae 
Food.... u paris 48 
Clothing aes 37 
Stone, clay, and glass cab 28 
Iron and steel. .... . 2 
Textiles ; anew 13 
Paper and printing............... 2 

Losses: 

Leather... paciclaca ait aie iene ae 


Beverages and tobacco 
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Losses: 
Clerical workers 
Postal employees re eae I 
Ministers. . . Pema 
Gas and electric workers................ 
Federal employees in Washington, D.C. 


I 
> 
> 


' 

These figures indicate, as Douglas points out, that white-collar 
workers for the most part have gained less than manual workers.” 
This is obviously true and it is important, but it should be noted 
that on the whole the absolute levels of material welfare, as 
measured by money earnings, were in the nineties, as Table I 
shows, appreciably higher for non-manual groups, except teach- 
ers, than was the case with the manual labor groups. None of 
these non-manual groups except the teachers stood in such need 
of improvement as did the miners, factory workers, and other 
manual groups. By and large, those groups gained most which 
stood most in need of gain. Farm laborers, indeed, although they 
did make some headway, gained little enough, their 11 per cent 
increase in real wages leaving them as it did, with an average 
money income in 1926 of only $593, an average less than half as 
great as that for all industries combined and lowest of all the 
primary groups which Douglas reports.“* The foregoing gains 
were made “not in established weekly wage rates, nor even ap- 
preciably in hourly wage rates but through (a) an increased use 
of bonuses, (6) less lost time within employment,* (c) more over- 
time, and (d) a greatly reduced volume of unemployment.’ 

6 Teachers constitute the one important exception to this rule, but emphasis 
on their gains should be shaded on account of the 25 per cent increase in the school 
year. 

* The same tendency appears to mark the changes in average earnings in differ- 
ent parts of the United States. Study of regional differences in earnings shows that 
the low-wage southern states have gained more in average earnings than have the 
high-wage northern and western states. Earnings of Factory Workers, p. 179. 

6 Moreover, not one of the 39 manufacturing subgroups had lower average 
earnings in 1926 than did farm laborers. 

6s T question this assumption. There has, I think, been a slowly spreading habit 
of resorting to part-time instead of lay-off. In fact, this interpretation is seemingly 
the only one that is consistent with Douglas’ assumption that there has been more 
overtime. 

Pp. 587, 588. But this last statement seems to be contradicted by the data on 
the chart on p. 460 which, as I read them, do not indicate “greatly reduced vol- 


ume of unemployment.” 
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Douglas estimates that, in addition to the pecuniary gains 
derived from increased money earnings, wage earners also fur- 
thered their material welfare by (@) reducing by 5 per cent the 
number of dependents per gainfully employed worker, (0) receipt 
of a 4 per cent larger free income from the government, and (c) 
receipt of free services from employers and from private philan- 
thropy to the extent of 1 and 2 per cent, respectively.” He con- 
cludes that when to these gains are added “the gain of 35 per 
cent in the purchasing power of those employed and... . the 
increase of from 7 to 8 per cent in the real earnings of the wage- 
earning class through the [alleged] lower rate of unemployment, 
it is apparent that in 1926 the workers enjoyed an income which 
was approximately 55 per cent higher than during the nineties.” 

An important chapter is the one in which Douglas presents the 
results of a comparison of changes in real earnings with changes in 
per capita productivity. He works out productivity changes in 
two forms: first, as based upon physical product, and second, as 
based upon value added by manufacture. These he terms 
“physical productivity” and “‘value productivity.”” He concludes 
that, in manufacturing at least, per capita real earnings of em- 
ployed workers increased less rapidly than did their per capita 
physical productivity. The same is true, he thinks, “in nearly 
every other line of urban work for which we have comparable 
measurements.’ Per capita “value productivity,’’ which he con- 
siders, I think rightly, of greater significance for the purpose of 
this sort of comparison than physical productivity, increased in 
manufacturing at about the same rate as per capita real earnings. 
“From 1899 to 1925, the increase in average value-productivity 
for 9 manufacturing groups was 26 per cent, while the increase in 
[average] real earnings for these same groups was 25 per cent.” 

67 **. . . . growth of social services mainly for the benefit of the workers was esti- 
mated by Professor Clay in 1925 as ‘equivalent to 12.5 per cent on the total wages 
paid.’”” J. A. Hobson, Rationalization and Unemployment, p. 86. 

6 P. 589. I am not able to follow Douglas to this conclusion. His inference here 
from his own unemployment data (p. 460) seems especially indefensible. They cer 
tainly do not warrant the conclusion that reduction in unemployment has been 
sufficient to raise real earnings between 7 and 8 per cent. 


6 P. 580. 7 [bid. 
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This would seem to mean that if wages are thought of in the 
sense of prices paid for certain values added by labor, or for cer- 
tain physical things produced by labor, it must be concluded that 
if physical productivity be the touchstone, the price of labor, at 
least in manufacturing, has fallen slightly since the nineties and 
that if value productivity be the guide, the price of labor has 
remained virtually constant. Manufacturers, then, although they 
are disbursing on the average more purchasing power by 29 per 
cent to each of their employees, are getting in return about 29 per 
cent more value on the average from each employee. It is sig- 
nificant finally that in the author’s opinion the chief cause for the 
increase that has taken place in real wages “‘has been the general 
increase in productivity.” 

The close correspondence between average real earnings and 
average productivity is encouraging—more encouraging than 
would be a large excess in the rate of increase in productivity 
over the rate of increase in real earnings. But evidently the main- 
tenance of a close correspondence between average real earnings 
and average productivity, a correspondence which probably has 
marked the years 1927-30 as well as the period which is covered 
by Douglas, will not alone suffice to save us from periods of busi- 
ness decline and unemployment like the one that is with us now. 
“The future,” says Douglas, writing, presumably, before the stock 
market crash of November, 1929, “is therefore uncertain and it 
can only be hazarded that barring international calamities, there 
seems to be little danger of any long-continued decline in the 
well-being of the workers and that the degree of future progress 
will, as in the past, depend primarily upon the relative advance 
of production.” 

Well, we have now, in 1931, had nearly two years of “decline 
in the well-being of the workers” and the end is not in sight. It is 
not impossible, indeed, that it may turn out to be a “long- 
continued decline.’’ In my judgment it can turn out in no other 
way if we can provide ourselves with no better terminal facilities 
than those called into being by a satisfactory “advance in produc- 
tion.”” Average real labor earnings must keep pace, not merely 


7 P. 580. 
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with average physical and average value productivity; they 
must keep abreast of productive capacity, which, especially in 
periods of business depression, runs ahead of productivity, i.e., 
the rate at which goods actually are produced, which latter, at any 
rate in seasons of trade decline, runs ahead of effective demand. 
It follows, then, that effective demand must be increased. This 
can be done only by further increases in real wages and so of 
power to purchase. These enlargements of real wages can be 
effected by lowering the prices of consumers’ goods” or by in- 
creasing money earnings or by both these methods. Money earn- 
ings can be increased by raising the time- or piece-rates of pay or 
by increasing the amount of employment. The significance of en- 
largements of real wages lies in the fact that they bring elevation 
in the living standards of the workers and their families, which is 
to say—the people. This means, naturally, that the chief difficulty 
is the bad allocation of national income among the great groups of 
income receivers: too large a proportion is put into the hands of 
entrepreneurs and landlords in the form of profits and rents and 
by them disbursed, too largely, in the form of investment in 
capital goods; too small a proportion is placed in the hands of 
employees in the form of wages and salaries. The latter are spent 
almost entirely for consumable goods, but since their volume is 
too small relatively to the volume of unearned incomes which are 
mostly invested in capital equipment, they do not suffice to pur- 
chase at a price which will produce a profit anywhere near all the 
goods that it is possible to turn out with the equipment bought 
with the too large investment fund resulting from the “‘savings’’ 
of rent and dividend receivers. The achieved standard of life of 
the people must be high enough to buy, at a price which will 
yield sufficient profit to attract necessary new capital, the goods 
and services turned out at capacity.”? This is impossible, I think, 

7 The same result will be produced by increasing the free goods furnished by the 
state through taxes gathered in major part from the incomes mostly derived from 
profits and rents. 

73 Conceivably, the proportion of the national income allotted to wages and 
salaries could be fixed too high. The limiting factor here is the state of the industrial 
arts. If it were fixed too high there would result a lag of productive capacity behind 
effective demand. Not enough would be available for investment “‘saving.” Real 


wages, and therefore the standard of life, would be set too high and would have to be 
brought back to a level warranted by the prevailing level of productive capacity. 
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without a planned, controlled economy, a major feature of which 
must be the rectification of the present far too great inequalities 
in the distribution of wealth. Put affirmatively it means that a 
major task will be the determination of the optimum proportion- 
ing of national income among the groups who have produced it. 

Finally, a nearer approximation than any so far made to this 
optimum proportioning must be achieved also in the distribution 
of the total wages and salary fund to the various industries and 
occupations, and even to the individuals, among which the wage 
and salary receivers are distributed. Even though an optimum 
allocation of national income to the wages-fund and the profits- 
fund, respectively, be achieved, so long as the former fund is ap- 
portioned among wage-receiving groups with such glaring in- 
equality as to result in the existence, which Douglas shows” to be 
a fact, of hundreds of thousands of farm laborers with an average 
yearly income of $593 in 1926, when the average for all industries 
was $1,376 and for clerical workers in manufacturing and trans- 
portation, $2,310, there are likely to be serious failures of adjust- 
ment between effective demand and productive capacity. It 
would seem then, that, without committing ourselves to the 
doctrine of absolute equality of income, we are under the necessity 
by the method of taxation or otherwise of largely reducing existing 
equalities in income distribution by attempting (1) to secure a 
better adjustment between the grand divisions of the national 
income allocated to wages, profits, and rents, respectively, (2) to 
reduce inequalities in wage and salary incomes as between indi- 
vidual industries, occupations, and individuals, and (3) to reduce 
inequalities in incomes in the form of profits as between different 
entrepreneurs. 

The thesis already referred to, and to which Douglas subscribes, 
that the continued advance of real earnings depends, not “upon 
the consuming power of the public, but fundamentally upon 
whether production itself will continue to rise’’’s is, in my judg- 
ment, untenable. Clearly, our present dolorous economic situa- 
tion is one marked by large declines in the average real earnings of 
our working population, a condition which has supervened in the 
face of long-continued increases in “‘production itself.”” A certain 


74 See supra, p. 401. 73 P. 580. 
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ambiguity, moreover, lies in the assertion that increases in real 
earnings do not depend “upon the consuming power of the pub- 
lic.” Of course they do not. Real earnings are the consuming 
power of the public. The continued rise of production is of course 
a condition precedent to the long-run enhancement of consuming 
power reflected in rising real earnings, but, and here, I think is the 
nub of the matter, waxing productivity is not by itself sufficient, 
as Douglas seems to think, to guarantee higher and higher real 
earnings. It is also necessary that the waxing productive capacity 
be accompanied by such an allotment of the goods produced as 
will maintain a balance between “saving” for investment and 
“spending”’ for consumers goods. Since the balance is now upset 
to the undue advantage of “savers,” more goods must be al- 
located to ‘‘spenders.”’ In other words real wages must be raised, 
and, until the balance is restored, raised not merely proportion- 
ately, but more than proportionately, to increases in productive 
capacity. 
PauL F. BRISSENDEN 








TOWARD A MORE RATIONAL RETIREMENT PLAN 


T IS better social philosophy for every individual to retain 
final responsibility for his own support in old age. Fortu- 
nately the employer can help. What a substantial contribu- 

tion it would be if the first four, five, or six years after retirement 
were taken care of by the employers’ retirement plan. The re- 
mainder would be more easily within reach. 

By a subtle psychology the idea has gained ground that the 
employer is somehow responsible for the complete old-age com- 
fort of his employees. Business men are usually vigilant regarding 
paternalistic propaganda, knowing that it arises in multitudi- 
nous forms; but in this particular case it has found them off their 
guard because there is a business reason for old-age retirement— 
the necessity for removing the inefficient—and no retirement plan 
except pensions for life has been offered. The result has been that 
even among conservative students and eminent business men the 
theory has been rather widely accepted that employers ought 
somehow to bring about comfortable lifelong pensions for aged 
employees. 

These two ideas, that the employer and business should meet 
the needs of aged employees and that the pension must be for 
life, seem to be related. It is hard to tell whether the paternal 
idea caused the life term, or vice versa. 

In a great bank, a vice-president recently spoke in friendly 
conference to the bank’s actuarial adviser regarding the suffi- 
ciency of the pension-plan provisions. “My pension would be 
only $5,000,” he said, ‘that would not keep me in reasonable com- 
fort in these days. I hope you can use your influence to make the 
amount more ample.”’ Could anything show more clearly the ex- 
tent to which paternalism has crept into the minds even of leaders 
in finance, as a result of basing pensions on the needs of the em- 
ployee, instead of on the needs and conditions of the business? 
Because the bank maintains a life-pension fund, this prominent, 
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prosperous official pities himself unless relieved entirely of any 
need of personal thrift for his own old age. 

This tendency is an abuse of the old-age retirement idea. The 
most unfortunate thing about it is that it is preventing the general 
adoption of retirement plans. 

To popularize a more rational plan would greatly increase old- 
age relief. If business acts on business principles of wise self- 
interest, that would relieve more distress than any paternalistic 
plan. But if business goes out of its way to relieve distress as a 
direct object, the result will be a smaller volume of relief achieved 
because no such plan will ever come into general use. 

Regarding industrial pensions, let us consider these essential 
facts: 

1. Some of the best-managed corporations, after making ex- 
tended studies of current pension plans, have decided to wait till 
some plan is found relatively free from the difficulties and un- 
certainties of the present methods. 

2. If such a plan exists, it is highly important to find it, be- 
cause it is well known that, during this period of waiting, such 
corporations are really paying the cost of a retirement plan with- 
out having one. The most costly and unsatisfactory solution of 
the old-age retirement problem is to do nothing about it. 

3. A successful retirement plan for efficiency’s sake does not 
require that the annuity should be for life. That is needed only 
from the standpoint of the employee. Yet the employer has been 
offered no way of dealing with the problem, except this far- 
reaching, charitable undertaking beyond the proper scope of his 
business. Its cost is so great that he must secure contributions 
from his employees. This compels him to put on a drive or exer- 
cise pressure to get deductions from their salaries which many will 
deem a hardship, and which often causes much complaint. 

The situation, as just outlined, suggests at once that there 
must be a simpler and more direct method probably so simple and 
obvious that we have overlooked it for that reason. 

The unit, under a retirement plan, is generally the pension 
earned in one year; for example, 2 per cent of salary for each year 
of service. The weakness of prevalent plans is the unfamiliar 
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value of this unit. Who, except an actuary, knows the value of 
this small annuity of 2 per cent of salary for the remainder of 
life after sixty-five? The structure and cost of the plan are un- 
familiar. The employee does not appreciate it enough; and the 
employer does not finance it sufficiently. These are the outstand- 
ing difficulties. 

Let us try a different unit—a familiar one, well known to busi- 
ness. Terminal allowances have long been used when valued em- 
ployment ceases abruptly. Let us make our unit earned yearly, 
enough to live on for a month or two, say half pay for two months 
for each year of service, provided the employee lives. Anyone 
can grasp the idea of half pay for two months in which he does 
not work. It affords a man a bare living for a while, at least. The 
other way, it would take twenty-five years of service before he 
could live on his pension even a single month at half pay. In- 
stead of starting thin and growing wider, let us start wide enough 
for subsistence, and lengthen out year by year toward the whole 
of life. 

Such a retirement plan can be as liberal as the employer desires 
to make it. Having fixed the subsistence rate at, say, 60, 50, or 
40 per cent of salary, the period can be made any desired fraction 
of the length of service. 

Suppose the rate is 50 per cent and the yearly unit is two 
months for each year, or one-sixth the period of service. If at 
retirement a man had served thirty years, he would be entitled 
to draw half pay for five years, provided he lives that long. The 
mortality element is not so prominent a factor. The cost is neither 
so formidable nor so uncertain as that of a life-pension plan. 

Some one objects: “What will the old employee do who out- 
lives his annuity?” The objection does more credit to one’s 
heart than to one’s head. Suppose you pass an old man carrying 
a heavy grip and say, “I’m going as far as State Street; let me 
help you that far’’; if a critic at your side objects with “But what 
will he do beyond State Street?”” how would you answer him? 

There are banks and other corporations that operate thrift and 
savings plans instead of pension plans. Employees contribute a 
percentage of salary, and the employer contributes also. The re- 
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sult is the accumulation of a lump sum for old age. No income 
payments whatever are provided for after retirement. There is 
no general outcry against these systems. Nobody exclaims, ‘“‘What 
will the poor old man do when his money is gone!” 

By our accepted standards, on whom rests the responsibility 
for old age support? (1) on the individual himself by his own fore- 
sight and thrift; if this fails, then (2) upon his children or rela- 
tives; if this is impossible, then (3) upon society as a whole. 

This rule has not been abrogated in the case of employees. 
What, then, brings the employer into the pension picture? The 
fact that business has an old-age-retirement problem. Without 
a retirement plan it seems impossible to separate the old man sud- 
denly from his job. The emphasis is on “‘suddenly.”” Neither soci- 
ety nor the craft expects the corporation to take care of him for 
life. This idea has already proved acceptable and useful to large 
employers. 

An old manufacturing company, known everywhere, with fac- 
tories in several states, adopted a liberal pension plan many years 
ago, without actuarial advice. The firm has today as generous an 
attitude as ever toward employees; but, as competition has stif- 
fened, it becomes simply impossible to make the required contribu- 
tions while its competitors are free from this expense. It seemed 
for a while that the liquidation of the fund was the only answer; 
but after thorough study of the question they decided to adopt 
the plan here described. They have accordingly done so; and this 
provision for the employees is now in operation. The only alterna- 
tive would have been to discontinue retirement allowances al- 
together. 

A nationally known corporation, which combines retailing with 
extensive manufacturing and importing, has diligently studied for 
several years the problem of old-age retirement. They have placed 
a number of aged employees on retirement allowances, but have 
no regular plan, not because of neglect, but, on the contrary, be- 
cause the wide-awake management is too well informed as to the 
difficulties and great cost resulting from most plans at present in 
operation. They are opposed to paternalism as neither good wel- 
fare nor good business; but they treat their working force with 
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great consideration. This company recently placed the whole 
matter in the hands of a committee for investigation. After ex- 
tended study the committee has reported this plan of retirement 
to the board of directors for adoption. 

The New York State commission on old-age security, in its 
1930 report, expressed confidence that, as years go by, there will 
be fewer who will need the aid of society in their old age; and 
added that “the problem of prevention of poverty and depend- 
ence, particularly in old age, will not be solved until every effort 
has been exhausted to develop the self-reliance of human beings, 
to make the individual self-supporting.” 

Business is not conducted to provide for employees in old age. 
It is conducted to make money. Please do not think of that as a 
sordid statement. It is a beneficent sociological fact and results 
in general prosperity. Business enterprises must show a profit or 
close their doors, throwing millions out of employment and bring- 
ing widespread depression. While the wheels are turning, business 
furnishes general employment, creates demand for other materi- 
als, and weaves the golden fabric of prosperity. 

Today, in 1931, capital is in hiding and business is, in part, 
shut down or operating on half-time or with decimated ranks. 
Why? Because it could not show profit. What would relieve the 
present depression? To convince ten thousand manufacturers 
that they can operate at full time at a profit. That would end it, 
and it is difficult to show that anything else would. 

Employers must understand that there is only one primary 
reason for a retirement plan. It is not the humanitarian reason, 
although, happily, it helps that good cause; it is the cold business 
reason of necessity. Such reason as reward for service, gratuity, 
charity, paternalism, cannot be accepted. Today employers are 
realizing that they must pay to the employees who have begun to 
slip because of age, allowances not currently earned—whether on 
an active pay-roll or on a retirement roll. Of course, good business 
recognizes such added reasons as reduction in turnover, better 
discipline, and improvement in morale. 

Everybody has assumed that the retirement allowance must 
be for life. Nobody seems to question or defend this assumption— 
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it is simply taken for granted. When critically examined, it does 
not seem to be logical. It is a benefit based upon need and not 
upon service; and experience demonstrates that it has developed 
serious difficulties, and has not come into general use. 

The plan here proposed makes a man’s old-age support easier 
to attain. It defines the employer’s part of the problem. The em- 
ployee assumes the smaller part remaining after the employer’s 
part ceases. Such responsibility is necessary if you expect him to 
become intelligent on the subject. 

No discredit is intended toward life-pension systems. They 
should be treated with great respect. No one could have more 
sympathy with them than those who, like the present writer, 
have been for years acquiring and imparting information about 
them; nor could anyone else understand better their difficulties 
and weaknesses. 

Let the life-pension plan remain open to the employer. If this 
is his favorite charity, let him exploit it. There are few ways in 
which more comfort can be given. A question of ethics arises 
when there are many stockholders: Outside of business reasons, 
what right has the manager to select a charity for them? But 
there is no question about his right and duty to maintain a retire- 
ment plan to promote efficiency. 

Let the employer regard the problem as one of business, and 
not as one of altruism, charity, or reward. He will be helping his 
employees to solve the old-age problem—but this is incidental to 
good business just as it is when his enterprise solves the problem 
of employment for many employees, or the problem of a market 
for those who sell him supplies, materials, and machinery. In all 
these ways, an active business, run for profit, benefits society and 
brings prosperity. This is always the most effective way and, 
generally, the only way to improve economic conditions—to 
bring about and maintain “‘good times.” 

Benefits for employees based upon what they have done will 
preserve their self-respect and cultivate their self-reliance. Bene- 
fits based upon their needs unrelated to their service bear the 
stamp of paternalism. 

We come back now to our prediction that the object of our 
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search might be so obvious and simple that we overlooked it. In 
one of Hawthorne’s tales, the hero searched for years in foreign 
lands for the fulfilment of the dream of his youth; and at last 
found his “three fold destiny” among the familiar scenes he had 
left behind him at home. 

Calculations regarding longevity tend to mystify the finances 
of pensions for life. ‘They are excursions into foreign, rather than 
familiar, ground. But terminal allowances are known to every 
business, when employment ceases, leaving some sense of obliga- 
tion. This familiar idea in the form of a limited annuity propor- 
tional to service is available as a rational basis for an effective re- 
tirement plan, good for efficiency in business and helpful for the 
relief of dependency in old age. 

HENRY R. CORBETT 
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STOCK PRICES: A PROBLEM IN VERIFICATION 


TATEMENTS are frequently encountered in the financial col- 
umns of the popular press to the effect that the day preceding a 
stock-exchange holiday witnesses a general readjustment of specu- 

lative positions. More specifically, it is often held that the unwilling- 
ness of traders to carry their holdings over the uncertainties of a 
week-end leads to a liquidation of long accounts and a consequent de- 
cline of security prices on Saturday, particularly just before the close 
of the market. If this notion is correct, closing stock prices on Satur- 
day should, on the whole, average lower than the same prices on 
Friday and Monday. It is for the purpose of testing this hypothesis 
that this paper is written. 

To be reasonably confident that the investigation included indi- 
vidual instances in which practically every type of market fluctuation 
was manifested, the Dow-Jones daily average of industrials was ana- 
lyzed over the rather long period from 1915 to 1930, both inclusive. 
The type of study here involved necessarily implies that the constitu- 
ents of the index should be those that are peculiarly active in specula- 
tive operations. While it is probably true that a more sensitive index 
than that used here could be constructed, the ready availability of the 
very satisfactory Dow-Jones averages made it unwise to undertake 
the laborious task of computing a more delicate measure. By examin- 
ing the situation in the different phases of the speculative cycles in- 
cluded in this sixteen-year interval, we should get a conclusive answer 
to the question whether the movement of prices upward is not in fact 
as frequent as that downward. The method used was to compare the 
Saturday index with the average of the Friday and Monday indexes 
for each week except those in which a holiday intervened to spoil the 
comparison. In addition, an actual count was made of various other 
existing relationships which were thought to have a significant bearing 
on the problem under investigation. The results are tabulated in 
Table I. 

It should be noted that the principal method of approaching the 
problem which is employed here assumes that the Saturday figure 
should be an arithmetic mean of Friday and Monday. Of course, if 
market movements are an ordinary systematic development in time, 
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like the growth of a tree or the age of an individual, this is an unduly 
severe restraint in that Saturday is closer to Friday than to Monday. 
If stock prices are determined by the composite judgment of specu- 







TABLE I 


Dow-Jones INDEX OF CLOSING PRICES ON SATURDAY COMPARED WITH 
ARITHMETIC MEAN OF SAME INDEXES ON FRIDAY AND MONDAY 
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* The terms “significantly higher” and “significantly lower’’ denote those cases in which the aver- 


ages are at least .10 higher and lower, respectively. 










SUPPLEMENTARY INFORMATION 








a) Number of cases in which Saturday index is higher than Friday........ 410 
b) Number of cases in which Saturday index is lower than Friday......... 306 
c) Number of cases in which Saturday index is higher than Monday....... 374 
d) Number of cases in which Saturday index is lower than Monday........ 341 
e) Number of cases in which Saturday index is higher than Friday and Mon- 
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lators, and if that judgment is developing on Sunday, some allowance 
would have to be made for the fact that Monday is farther away from 
Saturday than is Friday. On the other hand, if that judgment remains 
inactive on the holiday, this particular obstacle disappears. Lack of 
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knowledge on this point is a serious defect; but it is questionable if a 
true adjustment can in fact be made for this time disparity. In this 
case, with the trend of prices generally upward, we could calculate the 
expected rise of Saturday above Friday; but it is extremely doubtful if, 
under conditions of upward trend, Saturday should be higher than the 
average of the other two days. On the contrary, we should rather ex- 
pect to find the opposite; and, from this point of view, the results 
shown in Table I are even less favorable to the original hypothesis than 
the figures alone would seem to indicate. Taking things as they stand, 
with Saturday lower than the arithmetic mean of Friday and Monday 
less than 50 per cent of the time, it is obvious that the opinions of the 
financial commentators have no basis in fact. 

One can easily split hairs too fine in an inquiry of this kind; and, 
fortunately, we are not compelled to resort solely to the existing rela- 
tionship between Saturday and the mean of the two adjacent days to 
prove our point. The supplementary information appended to the 
table, when considered conjointly with the foregoing, serves to demon- 
strate conclusively the complete absence of the effect which is so often 
predicated. Of particular significance is the remarkable evenness of 
those cases in which the index for Saturday is sometimes higher and 
sometimes lower than the same indexes for Friday and Monday. 
Taken as a whole, no surer conclusion can be adduced from these data 
than that there is very little connection between such popular general- 
izations regarding the market and the actual movement of stock prices 
from day to day. The figures leave no room for doubt that the use of 
broad statements to explain such a phenomenon as this, the action of 
which is controlled by a tremendous complex of factors, can hardly 
fail to be in error. 

If inferences of any sort can indeed be drawn from this investiga- 
tion, it would tend to show, albeit inconclusively, that commitments 
are covered more completely in anticipation of a holiday in a declining 
market than when the tendency of prices is upward. The preponder- 
ance of cases in which Saturday is higher than the arithmetic mean of 
Friday and Monday and the substantial number of instances in which 
Saturday is absolutely higher than both of the other two days would 
tend to substantiate this view. Nor is this surprising. It is probably 
true that the rank and file of those who “play the market”’ on the up 
side are generally less experienced traders than those who undertake 
short sales. For example, the ability to appraise a situation correctly 
and take a loss rapidly when the occasion demands it is a mark of the 
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more alert speculator. When this fact is contrasted with the “dogged- 
ness” of the usually less experienced long holder, it affords an impor- 
tant clue to the proper understanding of the varying sensitivity of 
prices depending upon the state of the market. If this be correct, it is 
to be expected that the uncertainties of carrying short commitments 
over the week-end in a bear market should, under certain conditions, 
lead to replacements sufficiently heavy to turn the tide of prices up- 
ward on Saturday. But the evidence in support of this opinion is by 
no means strong enough to raise it above the level of pure conjecture. 
It will be noted that no attempt is here made to interpret those cases 
in which a holiday other than Sunday intervenes. Nor is the effect of 
unusually long holidays analyzed. Finally, this study does not under- 
take to treat days other than those mentioned. For those who are in- 
terested, it would be a simple matter to extend this analysis further. 


M. J. FIeELDs 





BOOK REVIEWS 
Wage Incentive Methods. By CHARLES WALTER LYTLE, M.E. 

New York: Ronald Press, 1930. Pp. 457. $7.50. 

We have long needed a thorough and complete review of the various 
statements of wage payment. This need is now adequately met for the 
first time by this comprehensive volume. The actual operation of in- 
centive plans is accurately described and the various theories are out- 
lined. The book is an admirable one for all persons interested in the 
remuneration of labor, and should be of special and practical service 
to executives. 

Paut H. Douc Las 
UNIVERSITY OF CHICAGO 


The Trusts and Economic Control. By Roy EMEerRson CurtIs, 
Pu.D. New York: McGraw-Hill Book Co., Inc., 1931. Pp. 
505. $4.00. 

Dr. Curtis has stated in the Introduction to The Trusts and Economic 
Control that ‘‘we are in the midst of a merger movement of unprece- 
dented magnitude.”’ His book is a searching inquiry into the economic 
and social aspects of this change in business structure, and he seeks to 
discover the conditions that have caused the development of new in- 
stitutions and new arrangements in human relations. The general con- 
tent of the book is indicated by its eight primary divisions, namely: I, 
“The Early Trust Movement”; II, ““Development of the Law Relating 
to Trusts’; III, “Special Issues of Legal Policy”; IV, ““Administra- 
tion of the Law’’; V, “Antitrust Laws of Other Countries”; VI, “‘Eco- 
nomic Basis of Public Policy’’; VII, ‘Recent Concentration of Con- 
trol’; VIII, ‘“‘Related Developments in Economic Control.” 

At this particular period in industrial history the book will receive 
a hearty welcome from those who are especially interested in the topics 
that it treats. Anyone who has had the experience of walking the 
devious paths of current literature, economic theory, and after-dinner 
speeches, in which the problems of corporate integration are discussed, 
may seek a clearer path in this volume. 

Dr. Curtis has collected selections from what he considers to be the 
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best of the published materials that treat the various aspects of the 
trust problem and its related questions. The author is to be commend- 
ed for his impartial attitude; he has presented alike the views of those 
who clamor for the repeal, the clarification, and the liberalization of the 
antitrust laws, but no attempt is made to direct the opinion of the 
reader. 
JAMES L. BROWNING 
CARROLL COLLEGE 


Case Studies of Unemployment. Unemployment Committee of 
the National Federation of Settlements, HELEN HALL, Chair- 
man. Philadelphia: University of Pennsylvania Press, 1931. 
Pp. xliv+418. 

The Committee on Unemployment of the National Federation of 
Settlements has analyzed one hundred and fifty cases of family disor- 
ganization resulting from unemployment coming to its attention dur- 
ing the winter of 1928-29. Nothing is said about the method of select- 
ing the cases, except that only those for which a detailed case history 
could be developed are reported. A review of them indicates, however, 
that the families selected had been fairly definitely established finan- 
cially, and had demonstrated ability to take care of themselves over a 
considerable period of time. The curse of irregular work or unemploy- 
ment reduced them to such a state of poverty and disorganization that 
they required assistance and came to the attention of the settlements. 
Hence, the cases were probably selected with a view to showing the 
effect of unemployment on families which were ordinarily of an ener- 
getic and self-respecting type. Asa record of economic status, physical 
and psychological degradation, outlook for children, and future plans 
for the family, they present telling evidence of what unemployment 
can and does do; but one hundred and fifty cases do not constitute an 
adequate sample on which to base far-reaching, fundamental conclu- 
sions. 

The cases are poorly catalogued as to the reasons for unemploy- 
ment. The families are often the victims of their own poor judgment: 
jobs were changed with nothing new in sight, and business ventures 
undertaken without adequate capital or experience to insure a reason- 
able prospect of success. The causes of unemployment are cited as 
follows: seasonality, 53; mechanical and technological factors, 26; 
market change, 4; and business depression, 94. Whatever may be said 
of the accuracy of classification in the first three groups, the fourth 
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category is obviously absurd, for these cases, collected in 1928-29 at 
the peak of one of the biggest boom periods on record, can hardly be 
listed as depression phenomena. 

As a display of the dire effects of irregular employment and unem- 
ployment, the book presents both a revealing and convincing state- 
ment. It is a series of documents effectively presented to appeal to the 
humane sentiments of the nation, but the paucity of information and 
the nature of the sampling do not permit the development of general 
conclusions as to the nature of the economic order or the remedies to 
be applied to mitigate the problem of unemployment. Miss Hall’s 
Foreword has attempted to draw conclusions and recommendations 
from these materials, but one can only say that they merely represent 
her hopes and reactions. 

R. W. STONE 


UNIVERSITY OF CHICAGO 


University Education for Business. By JAMES H. S. Bossarp and 
J. Freperic Dewnurst. Philadelphia: University of Penn- 
sylvania Press, 1931. Pp. xii+578. 

The literature devoted to the organization of business education 
on all levels has increased markedly during recent years. The text 
under consideration here is a contribution of unusual worth and inter- 
est to administrators and staff members in collegiate schools of com- 
merce. Unlike an earlier book in the same field, Marshall’s Collegiate 
Education for Business, it treats largely of American conditions and 
situations, and consequently has dealt with familiar problems in a 
satisfyingly concrete and specific manner. 

The book is divided into five major divisions: ““Modern Business 
and Its Significance for Higher Education’’; “A Study of a Group of 
Business School Graduates”’; ““The Evolution of Higher Education for 
Business”; “The Curricula of Collegiate Schools of Business”; and 
“The Problems of Personnel and Teaching Methods.” With the excep- 
tion of Part II, “A Study of a Group of Business School Graduates,” 
the materials are largely secondary in origin. Part II is an original 
piece of research; it is a detailed analysis of the undergraduate training, 
occupational preference, campus activity, and occupational experience 
of Wharton School graduates. Much of the material in the other seg- 
ments of the book is obtained from interview, statements of business 
men and school administrators, and excerpts from writings on educa- 
tion and economics. The evidence, both original and secondary, is 
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convincing, interestingly presented, and well organized. The sum- 
maries at the end of each chapter represent a certain amount of over- 
lapping of materials which may be tiresome to some readers, but will 
serve the more hasty who do not choose to read this book of more than 
five hundred pages. 

The materials presented in Part IT, ““A Study of a Group of Business 
School Graduates,”’ is perhaps the outstanding contribution which the 
book makes, possibly because it is the most original segment of the 
study, and possibly because there is, especially in the field of collegiate 
business education, much need for this type of evidence. Comparative- 
ly little is known about the social composition, i.e., parental occupa- 
tional status of students and similar factors, of those who enter pro- 
fessional schools of commerce, their occupational choices, the effect 
of training upon earnings, their opinion of the training received, and 
their occupational history. Collegiate education for business, like other 
phases of higher education, has more frequently adapted itself to staff 
idiosyncrasies and interests than it has to its “‘trainees,”’ and studies of 
business-school graduates are needed to prevent maladjustments which 
spring up when schools fail to recognize the problem of meeting de- 
mands placed upon business-school graduates. The study of the Whar- 
ton School graduates reveals certain findings which undoubtedly apply 
to other schools of business. The widespread emphasis which the grad- 
uates placed upon training in English, the minimizing of the impor- 
tance of foreign languages, and the expression of the need for a broad 
and integrated curriculum give information of importance to anyone 
concerned with the development of curricula for collegiate business 
schools. The evidence concerning salaries, in common with similar 
studies made elsewhere, does not really measure the economic effect of 
business education, since salary is the result of many non-educational 
factors, and the school acts for the most part merely as a selective 
factor. It is worth noting that the salaries of the Wharton School grad- 
uates apparently do not differ widely from those indicated in at least 
two other studies of business-school graduates. The disparities in sal 
aries between groups going into investment and réal estate (the high- 
est groups) and those going into accounting and education (the lowest 
groups) seem rather significant. If deans and counselors in schools of 
business are to follow wisest social policy, they should encourage their 
“advisees”’ to go into those occupations yielding largest returns. 

Part III, “The Evolution of Higher Education for Business,”’ is 
somewhat repetitive of materials which have appeared in other con- 


















































BOOK REVIEWS 423 


nections. It is a useful summary of the various types of collegiate 
schools of business. One is impressed by the lack of uniformity in type 
of such institutions and the variations in the organization set-up of 
business schools. Part IV, like Part III, is a useful summary of the 
status of curricular offerings, although it presents no essentially new 
materials. The chapter on trends in the business curricula is of particu- 
lar interest. The tendencies to decrease emphasis upon strictly tech- 
nical courses, the discouraging of proliferation of courses and further 
specialization, the evidences of regional specialization, the objective 
determination of curricular content, the disregard of departmental 
lines, the development of bureaus of business research—all these prob- 
lems, which have engaged the attention of business-school adminis- 
trators for some time, are discussed rather thoroughly and well. 

Part V, which concerns itself with teaching methods and personnel, 
presents issues which are of perennial interest. The fact that business 
education has expanded so rapidly has tended to place the problem of 
curricular materials in a primary position and the problem of training 
methods and teaching in a secondary position. With an increasing 
standardization of course materials and with an increasing stability 
within the business-school organization and enrolment, more attention 
to adequate teaching may be expected. It is apparent that certain 
problems are of common interest to all schools of commerce, such as 
the relationship with the department of economics, co-ordination of 
the school’s work with that of the lower schools, the recruiting of ade- 
quate teaching personnel, and similar issues. 

The authors fail to take into account certain important educational 
movements especially significant for collegiate schools of business, such 
as the impending reorganization of secondary education, the downward 
shift of curricular materials, particularly the social studies, and the 
rapid rise of the junior college. The book raises more issues than it 
answers. It is rich with suggestions as to possible fields for objective 
study. Business education needs objective evidence to meet both its 
internal and external problems. Collegiate business education needs 
objective evidence like the authors’ study of Wharton School gradu- 
ates and, in addition, careful studies such as the functional value of 
prerequisites, of grade placement, of effective methods of the direction 
of learning, and kindred problems. Certainly the investigator in the 
field of higher business-education problems has much room for explora- 


tion. 
Harowp G. SHIELDS 


UNIVERSITY OF CHICAGO 
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Fraud: Its Control through Accounts. By GEORGE EDWARD 
BENNETT. New York: Century Co., 1930. Pp. 133. 


This little volume of 133 pages attacks one of the most vexatious 
problems in accounting and business organization, and disposes of it in 
a scientific and satisfactory manner. 

The text is divided into two principal parts. The first defines “‘in- 
ternal check,”’ gives the legal distinctions between the various kinds 
of crimes which relate to the subject matter under discussion, states 
the limitations in the application of internal check, lays down the prin- 
ciple of charge and discharge with applications and valuable comments, 
and concludes with a discussion of business organization and business 
transactions, emphasizing the basic principle of internal check. Inter- 
nal check is defined as “‘the co-ordination of a system of accounts and 
related office procedure in such a manner that the work of one em- 
ployee, independently performing his own prescribed duties, checks 
continually the work of another as to certain elements involving the 
possibility of fraud. Internal check is principally a method whereby 
an internal audit of the books and records is carried out continually by 
staff employees separately performing their usual duties.” 

The second part of the book is entitled “Internal Check and Various 
Business Transactions.’’ It deals with the application of the principles 
of internal check in the organization and procedures of various de- 
partments and subdepartments. The chapter headings are “‘Purchases 
and Purchases Returns,” ‘‘Sales and Sales Returns,” “Cash in Gen- 
eral,’’ ‘Cash Disbursements and Cancellation of Payments,” “Cash 
Receipts and Return of Cash Receipts to Senders,” and “‘Pay-rolls and 
Internal Transactions.” The separation of duties whereby more than 
one employee is responsible for the complete recording of each individ- 
ual business transaction is emphasized again and again. Comment 
based on experience, principles, examples, illustrations, and organiza- 
tion methods is given in each chapter. 

The value of the book is enhanced by three appendixes which con- 
tain, respectively, a bibliography, a table of legal cases cited, and a set 
of review questions and problems. 

The author is professor of accounting, College of Business Adminis- 
tration. Syracuse University, and is a member of the New York State 
Board of C.P.A. Examiners in addition to being the author of a num- 
ber of texts on accounting and auditing. The volume is published 
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under the auspices of the American Institute of Accountants. It 
should prove a valuable addition to the libraries of those interested in 
accounting, law, and business ethics. 

J. K. Faxon 


UNIVERSITY OF CHICAGO 


Market Organization. By Rotanp S. Vare and Peter L. 
SLAGSVOLD. New York: Ronald Press, 1930. Pp. vii+498. 


This book should be reviewed from two points of view—its use as 
an introductory text in economics, and its use as a text in marketing. 

As an introductory text in economics, the book has the weakness of 
being “‘business”’ in tone. It is, in other words, so practical that the 
theoretical and social points of view, which should be inherent in an 
economics text, are often lost sight of. For example, the chapters on 
“Market Demand,” “Demand Manipulation,” “‘Market Price,”’ “Price 
Policies,” “Market Risk,” and “Market Research” are, obviously, 
more designed to serve the interests of students of business administra- 
tion than to serve the interests of people at large—the concern of the 
economist. However, those who feel that the teaching of economics 
has become stereotyped will find much inthis treatment to satisfy them. 
It will certainly be a stimulating text in economics to the type of stu- 
dent who wants “‘to get somewhere.’’ While most general texts in 
economics might be characterized as theoretical with practical appli- 
cations, this book as a text in economics might be characterized as 
practical with theoretical implications. The reviewer feels that Market 
Organization might be used in a course either to precede or follow the 
principles of economics rather than as a partial substitute for it. 

As a text in marketing alone, the book has much to commend it. 
The style is clear, the argument generally convincing, and the illus- 
trative matter well used. The subject is approached through a well- 
balanced consideration of the functions, structure, and operations in- 
volved in marketing. In the suggestive chapter, “The Costs of Mar- 
keting,”’ the authors endeavor to explain the reasons for the high costs 
of marketing (pp. 290-91). 

1. There has been less application of power and machinery to marketing than 
to primary production. 
2. Since more goods are produced than formerly, more goods must be sold. 
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. An increasing economic separation has developed between the places 
where they are consumed. 

. Consumers are receiving and requiring certain “‘services’’ which previous- 
ly had not occurred to them. 


No effort to measure the effect of these reasons has been attempted by 
the authors. It would seem that perhaps the second, which might be 
paraphrased to read, ‘‘People must pay more to have more goods 
rammed down their throats, piled on their backs, and thrust into their 
ears,” is most significant. Although these various factors may affect 
the costs of marketing, the authors do not make sufficiently clear how 
they do so. For example, the following sentence, summarizing the sec- 
tion “Some Reasons for the High Cost of Marketing,” is slightly am- 
biguous (p. 291): “‘All of these things have undoubtedly contributed 
to the increasing cost of marketing, relative to manufacturing and 
other forms of production.” Are the authors comparing costs of mar- 
keting with past costs of marketing, or, relatively, to the percentage of 
marketing cost as paid in the consumer’s dollar? What do they mean— 
and which should be the basis? 

Other chapters of passing interest to the student of marketing are 
“International Marketing,” “Concentration in Marketing,” “Stand- 
ardization and Simplification,” and ‘The Relation of Government to 
Marketing.” 

The concluding chapter, “Final Criticism,” sums up “the efficacy of 
automatic exchange co-operation”’ by saying (p. 438), “It is more prob- 
able that governmental regulation will be required to direct human en- 
ergy into the least wasteful channels, because such regulation crystal- 
lizes the opinions and ideals of the leaders in social thought.’’ There is 
no need to comment on this trend. 

The appendixes are well chosen for both teacher and student, cover- 
ing the following topics: “Marketing Channels for Commodities,” 
“Classification of Retail Stores,” “Sources of Research Information,” 
“The Agricultural Marketing Act,” and a “‘Code of Ethics.” The ex- 
tensive Bibliography is subdivided under the headings, “Economic 
Background,” ‘‘General Books on Marketing,” “Marketing Institu- 
tions,” “Advertising,” “Risk, Forecasting, and Market Research,” 
“Co-operation,” “Foreign Trade,” “Trade Associations,” and ““Com- 
modity Marketing.” 

JoserH G. KNAPP 
NorTH CAROLINA STATE COLLEGE 








